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After more than 40 years in business we still think

like start-up with an eye on whats possible Were

still building growing business Were still working

hard to reward our investors give back to the towns

and cities where we live and work and maintain the

loyalty of thousands who have chosen to build their

careers with us And if single guest leaves one of

our restaurants any less than delighted we still have

work to do

At Darden we have an insatiable appetite for

success and growth so were still hungry

You bet



Founder Darden Restaurants Inc

Joe Lee

Former President and Chief Executive Officer

\N/



To Our Shareholders Employees and Guests The end of fiscal 2010 marked the 15-year anniversary

of Dardens June 1995 spin-off from General Mills as an independent publicly traded company Fiscal 2010

was also another year like the preceding two in which economic and consumer conditions were challenging

During difficult times it is tempting to hunker down and take comfort in focusing narrowly on the day

to day Dardens rich history consistently reminds us however that long-term perspective and planning

is critical As we look back over our past 15 years we understand that long-term success depends on

finding the right balance between continuity and change We would like to share some highlights from

fiscal 2010 then review as we begin our next 15-year journey where you can expect continuity and where

we believe there will be need for change

Fiscal 2010 Financial Highlights

Although absolute results from continuing operations for

fiscal 2010 were below our long-range targets due to

the challenging economic and industry environment our

performance was nevertheless competitively superior

Sales from continuing operations were $7.11 billion

.4 percent decrease from fiscal year 2009s $7.22 billion

Excluding an additional fiscal week in fiscal 2009 which

contributed approximately $124 million in sales total sales

increased approximately 0.3 percent in fiscal 2010

Total sales results from continuing operations reflect

combined U.S same-restaurant sales decline for Olive

Garden Red Lobster and LongHorn Steakhouse of

2.6 percent which was 2.3 percentage points better than

the 4.9 percent decline in the Knapp-Track benchmark of

U.S same-restaurant sales offset partially by incremental

sales from the net addition of 51 restaurants

Net earnings from continuing operations for fiscal 2010 were

$407.0 million 9.5 percent increase from net earnings

from continuing operations of $371 .8 million in fiscal 2009

Diluted net earnings per share from continuing operations

for fiscal 2010 were $2.86 7.9 percent increase from

diluted net earnings per share of $2.65 in fiscal 2009

In fiscal 2010 net losses from discontinued operations

were $2.5 million and diluted net losses per share from

discontinued operations were $0.02 related primarily to

the carrying costs and losses on the remaining properties

held for disposition associated with Smokey Bones and

Bahama Breeze closings from fiscal 2007 and fiscal 2008

Including losses from discontinued operations net earnings

were $404.5 million in fiscal 2010 8.7 percent above net

earnings of $372.2 million in fiscal 2009 Including losses

from discontinued operations diluted net earnings per

share were $2.84 in fiscal 2010 compared to $2.65 in

fiscal 2009

Olive Gardens total sales were record $3.32 billion up

.0 percent from fiscal 2009 despite one less fiscal week

This reflected average annual sales per restaurant of

$4.7 million the addition of 32 net new restaurants and

U.S same-restaurant sales decline of .0 percent 52 weeks

vs 52 weeks which was 3.9 percentage points favorable

to the Knapp-Track competitive benchmark

Red Lobsters total sales were $2.49 billion decrease of

5.3 percent from fiscal 2009 which included the extra fiscal

week Average annual sales per restaurant were $3.6 million

and U.S same-restaurant sales for fiscal 2010 fell 4.9 percent

52 weeks vs 52 weeks which was equal to the decline

for the Knapp-Track competitive benchmark

LongHorn Steakhouses total sales were $882 million

decrease of 0.7 percent from fiscal 2009 which included

the extra fiscal week This reflected average annual sales

per restaurant of $2.7 million the addition of 10 net new

restaurants and U.S same-restaurant sales decline

of .9 percent 52 weeks vs 52 weeks which was

3.0 percentage points favorable to the Knapp-Track

competitive benchmark

The Capital Grilles total sales were record $242 million

3.2 percent increase from fiscal 2009 despite one less fiscal

week Average annual sales per restaurant were $6.2 million

three new restaurants were added and same-restaurant

sales declined 7.8 percent 52 weeks vs 52 weeks

Bahama Breezes total sales were $130 million down

.0 percent frorii fiscal 2009 driven by one less fiscal week

and same-restaurant sales decline of 2.9 percent 52 weeks

vs 52 weeks which was offset partially by the addition of

one new restaurant Average annual sales per restaurant

were $5.4 million
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the test Red Lobster opens nil akeland

fonda teatodog Joe Lee as member

th rrasagemcnt team

1975

Joe Lee is named Pies dent of Red Lobster

twenty years later he wosid honoree Dardeos

test Chanman CEO

1981

The first sept torn Steakhoose opens on

edrnnont Road is Atlanta

Seasons 52s total sales were $50 million average annual

sales per restaurant were $5.9 million we added three new

restaurants and same-restaurant sales declined 0.5 percent

We continued the buyback of Darden common stock

spending $85 million in fiscal 2010 to repurchase 2.0 million

shares Since our share repurchase program began in 1995

we have repurchased over 154 million shares of our common

stock for $3.0 billion

Dardens Next 15 Years

Where You Can Expect Conflnuty

OUR HUNGER FOR SUCCESS

During the past 15 years we have aspired to be winning

orgdnization financiady which we define as delivering

competitively superior sales and earnings growth that produce

top quartile SP 500 total return for our shareholders

And weve looked to make Darden special place to be

one where our people are fully engaged because Darden

offers them an opportunity to fulfill their personal and

professional dreams

Fiscal 2010 capped off 15 years of strong financial results

From our 1995 spin-off through the end of fiscal 2010 Dardens

annualized total shareholder return was 13.7 percent That is

significantly higher than the 11 .0 percent return over that period

for the 75th percentile of the SP 500 putting your Company

solidly within the top quartile The last 15 years was also

period of measurable success making Darden special place

one where people feel they matter That is evident in our

employee engagement survey results For employees at

every level of the Company results on each of our last three

surveys have been well above corporate norms and our

results have consistently improved with each survey In short

Dardens shareholders and employees have been well served

by our desire to create winning organization financially and

special place to be These objectives and our definitions of

success for them will not change going forward

VBRANT AND RESLJENT NDUSTRY

Over the past 15 years we have clearly benefited from

operating in vibrant and resilient industry One way the

full-service restaurant industrys inherent strength shows

through is in how well it has held up the last few years

compared to other customer related categories

The industrys vibrancy and resilience are grounded in

vahat we believe are three durable dynamics First many

consumers are reluctant to cut restaurant visits and spend

more of their day shopping for groceries preparing and

cooking meals and cleaning up even during periods of

economic softness Second significant number of dining

out occasions are more than functional experiences they

include entertainment or other emotional dimensions as well

Third and equally important when consumers consider the

cost of the most convenient dine-in alternatives to dining out

the ready to-heat items in the supermarket dining out is

not dramatically more expensive With its mherent strength

rAte are confident the restaurant industry wiP continue to offer

Darden the opportunity to create leadership-level returns for

you our shareholders and personal and professional growth

opportunities for the people who choose to invest their careers

with your Cornparty

PROVEN STRATEGC FRAMEWORK

At Darden our framework for building great brands is to

combine brand management excellence with restaurant

operations excellence and to support those brands with an

ever more robust and cost-effective operating platform We

define brand management excellence as the ability to create

well-defined relevant and differentiated brand promises

Restaurant operations excellence is the ability to deliver on

those brand promises with great guest experiences in our

restaurants Guided by this tramework not only have we

delivered top quartile SP 500 total shareholder return over

the past 15 years we have also performed at competitively

superior levels within our industry on the most important

1938

Attire spent i9 Darder opens ins foot

rcstaorani is Waycross Georgia called Die

Green Frog and offering Service with Hop
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The hrst Oboe Garden opens on hternubonal

Ddve in Orlando

wu
The Capital Gdte debuts at Union Station

Providence Rhode Island

Named for founder Bit Oarden Darden

Restaurants Inc is span off from General

Mills as publicly traded company on the

New York Stock Eecfraage

Tfie first Bahama Breeze opens on

International Orion in Orlando

2010 Financial Highlights

financial and operating measures As we look forward we

believe the strategic framework that is the foundation for our

strong performance remains as relevant as ever

OUR LONG-TERM SALES AND

EARNINGS GROWTH TARGETS

Given the strength of the full-service restaurant industry our

brand-building expertise and our brand support platform the

long-term sales and earnings growth targets we established

for the Company five years ago continue to be appropriate

Our goal is to sustain long-term annualized sales growth of

percent to percent and translate that into diluted net earn

ings per share growth of 10 percent to 15 percent This is the

opportunity effective multi-brand operators have in the full-

service restaurant industry over the long term And we are

excited that with the modest improvement in economic and

industry conditions that we and others expect fiscal 2011

will be year when we can return to our long-term range

for earnings growth and approach our long-term range for

sales growth

Dardens Next 15 Years

Where You Can Expect Change

OUR EVOLVING BRANDS

Our portfolio of brands is different today than 15 years ago

which reflects several new brand launches dispositions and

acquisitions along the way V\Jhile we do not know how the

portfolio will differ 15 years from now we suspect it will indeed

be different What we do know though is each of our current

brands is meaningfully different today than in 1995 And each

brand will be much different 15 years from now as each

continues to evolve to remain in sync with its guests changing

needs and expectations Both Red Lobsters brand refresh

initiative and LongHorn Steakhouses roadhouse to ranch

house transition are illustrative of this In each case there

have been meaningful changes in what and how we serve

our guests with more changes to come including an

acceleration in the physical remodeling of restaurants

Fiscal Year Ended

In Mi//ions Except Per ShareAmounts May 30 2010 May 31 2009 May 25 2008

Sales $7113.1 7217.5 6626.5

Earnings from Continuing Operations 407.0 371.8 369.5

Earnings Loss from Discontinued Operations 2.5 0.4 7.7

Net Earnings 4045 372.2 377.2

Earnings per Share from Continuirtg Operations

Basic 2.92 2.71 2.63

Diluted 2.86 2.65 2.55

Net Earnings per Share

Basic 2.90 2.71 2.69

Diluted 284 2.65 2.60

DividendsPaidperShare 100 0.80 0.72

Average Shares Outstanding

Basic 139.3 137.4 140.4

Diluted 142.4 140.4 145.1
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OUR BRANDBULDNG EFFECTftVENESS

We are very good brand builders today As our world and our

industry continue to change we must become even better

brand builders tomorrow That means change An example

may help For brand to realize its full potent al not only does

it have to maintain relevance for current guests and current

ning occasions it must become relevant for new guests and

new occasions Capturing these kinds of new opportunities

takes conside-able work today and we believe our Company

has not been doing enough of that work The challenge has

been that too often the daily and quarterly promotional and

operational intensity of our business crowds out focus on

important new brand- and sales-building opportunities that

have long lead times To provide dedicated Sme and attention

for these opportunities we have embarked upon compre

hensive redesign of our Marketing organization The inidal

phase which began in fiscal 2010 includes the creation of

Chief Marketing Officer position at the enterprise level and

more changes will ollow in fiscal 2011 With the increasing

pace of change among consumers and the increasing

competitive intensity of our industry we recognize further

changes in our approach to enhance brand-building effective

ness will be essential in the years ahead

OUR BRAND SUPPORT PLATFORM

With scale and fnancial and professional resources that are

unmatched elsewhere in the full-service restaurant industry

Darden consistently invests in great people and innovative

systems in critical suesort areas These areas include our

supply chain where our investments provide global presence

and market contacts that help us purchase on competitively

cost-advantaged basis and stay ahead of market price

fluctuations They also include talent management where

our investmenls help us build brands and sustain strong

culture And they include information technology where we

nvest to develop and continuously enhance cost-effective

in-restaurant labor and food cost management systems

and capabilities

With this type of ongoing nvestment our brand support

platform is considerably more effective and efficient than

it was 15 years ago and we are confident that 15 years

from now it will be even more robust Several examples are

illustrative of the journey ahead Tb achieve more consistent

and cost-effective restaurant rranager training and development

we launched an enterprise-level Learning Center of Excellence

in fiscal 2010 It combines and builds upon important brand

support work previously done separately within each brand

We also made significant progress in fiscal 2010 further

automating our supply chain reoucing usage of energy water

and cleaning supplies in our restaurants and centralizing

management our restaurant facilities Together these

efforts resulted in $18 million of cost savings in fiscal 2010

and we expect them to save Tb5 million to $75 million year

when fully mplemented Sim ar ohanges in how we operate

have been crucial to our past success they will be just as

important in the future

Conduson

We operate in vibrant and dynamic industry The challenge

is determning where to change and where to stay the course

We have had tremendous success over the 15 years since

the spin-off from General Mills As we look forward we are

confident we will continue to strike the right balance between

continuity and change enabling continued progress in build ng

great company now and fo- generations In short we think

Dardens best is yet to come

Thank you for being shrtreholder and placing tour

trust in us

1998 2003 2007

Oar Oub re ted to rccogr an Seasons 52 buts si Sand Lakc Road Darder adds to tied cers 50 its brand ports io

and eeb ehe act eveme of fop Or ando wJtt the acqu of on of RARE Hoop ta ty aid

rest an eadero ts two brands LongHorn Steakhojo- an

Tie Capifai Or fe

2009

Oarden maces into to ofa theart ..EO

Go d-certified Rest as art Sup bit Center ca nasa

Onianio The ew
rrpoo

hr
rga

rsc

personae ander one so or the fret time ai ow

rg for more coi aboratine work ensiron cot

Clarence Otis Ji

Chairman and

Ch Sf Executive Officer

Andrew Madsen

Pesident and

Chief Operating Officer

Al .N ANN AL



ci



1982

nd unce co rners rovded by ou Befo our liv fl heart an riund our ue hey

biT urrier Ins Cen er ellence suppe he nda on for mu th arts nd mind our employee Li enng

pm brand bu 1dm Only iing th to our mp oye is our which why we su vey

reate mp ilEng hr pro th ref van or ny our em Oye oonssteny to und tan how eng hey are

diningo ca on th pd Thetti wlive ndwh wec omprovetha en nt

On mo powerfuL on urn ins ht ols our Gue Ne 75 percent of our orce re onded to our sca 201

tsf urv OS ively we olk gue edbaok survey od we found en agem nt ve far eded ndus ry

trough mo han milhon urvey ye To tre mtne the nctim rk acro II p0 tions For in tance per ant of managers

oo we are movin to web ad survey 2U11 In and 73 gene at nagers/rnaneg partner Ian

ion to saving and mon this wd ow to he their naree wi Darden ye he ndust verage Ju per nt

eve oa rep nta on of ou uest nd ob mo dat Ie Tb sgnæoant competitive dv ntag en you coned our

intorre ion we can us enh the peridno gu ax nas will vs ax our employees xperien as

ARA.M P0



LV



ome ol th F-no impo touchpomn in he gue exp nenc are From ob gon cub ry rOtton ass Am nca

yss he elf urn ur ii hve de on tou Ugh ty
Horn

nvir nm nt voive vn with rv htno bou nd GFd enu devetooment on WI 30 our

Th why rd mv ng 45O m1 on ovet ax most tive yen or nd work to dcv iop

lye for mod ro Red Lob tar Ohy den nnov ve evolve th Odin ry dmen iOn of he ran nce

ongHorn 1-mu At he at II re confr ad he pp rtun

Afte buii ing unct ionof op ra naF excellence eev tng th pan wgues 0cc SlOfl Ut ide

cohn perieno hrough he intro ton new cooHng p1 tforms and main dim room tha
highil

oun ry ax dse Mini ore erf

no ma Red Lobat nttated sy tam redeegn og wche Mini tu obs er Cra Bu go Lollipop mb

010 Gu us ha he re tan nt or mng ci llctou Chops td oth approp offenng rtSn ngr dmn

cc ood ndofferi endIy nive mice rH rborremo toce efr htw sonctas Ie ivng urent ue tsa

progr fo w1 the mosphe of older oc ion more consi tent way to use he nd th menu xpec ed to

with ha res he ianca you ga demographic

sad on he new an prototypaRed Lob debuted 200 By ra ting ne Uniq rio on en with ova al

ha thor amod Ic esaw rm nv gs rd mo ph ra ha nd arenca Th pt Grill zirg ncr men ci

ild on the ry oveme in the ra taur nt om th on at iropo ntly they btoa th brands

aunch th wnn ng sc 2007 ci vane

ringi gu ore ty rw rU am prep ra on ha br

ci ooking platf rm hGWood Fir dl mt od ad al 2009

Ov 50 ramod we dunn is 201 an ne ly

will goed by he nd sc 20

ir7D Lf

1968



SEA

1981



op ned net new rs aurant fiscaJ

urproven portfolio of brands provtdes significan opporturiitie to grow 01 and has signific opportuni to expand its stau ant

both adding new rstau ant and increasing me taur nt sat so now and over the long term corn tonaI1y

adverhsed brand on scale with Fed Lobster nd Olive rden

ES poised for same restaur nt sale growth as LongHorn which proms to help guests unwind and vo

result of ts multi year brand epositioning work which will be grea stekhouse meal served with genuine we em ho pitality

apped by rem del program that bnngs togetherthe ands
plan to open 25 new re uran in fisc 201 which

promise of refreshing acid dining experience The and includes exp nding its pr sense in new markets Texa

opened four net new re aurants in fisc 201 and new unit Arkansas and Louisan nd is likely to Ia the

growth will continu mode levels over the next few years as expan ion in th following fewyears nh nced nd po ioning

the br nd focuse on maximizing the of remodel prog am wOrk nd the completion of remodel program re al pec

ventually we behave sufficient expansion potenti exists for to drive meaningful sam tau ant sales growth Ia dtng to

Red Lob tar to add at Ia 00 new restau ants appreciably higher average unit volumes

continue deliver on its promise of providing

gu sts with an idealized Itali family meal It opened 32 net

new unit in fisc 201 nd plans to continue expanding its baSe We con inue to explore rn ningful sources of new growth yond

high volume hi teturn st uran by dding 30 35 new our current brand pofoIio hose may includ uch non ditional

restaur nts per for the nCxt few years Ultimately we believ opportunities as international expansion and ynergy res urant

Olive ard has the pa ity for addition 75 225 pairing two brands in single building with di tinctdinin rooms but

restaurant And it xpands this powerful brand is well shared kitchen nd re taur man gem nt earn II he

positioned to continua to drive industry leading same rest urant acquisition of additional brand

al growth



1982



that enhances he brands customer elationshp management

The Specialty staurant oup SRG consists of The Capita Grille capabtiteC The brand Opened thr new ocations tn fscaI

Bahama Breeze and Seasons 52 three high-return brands whose 201 and plans growth of 3-5 res aurants per year fo the

collective unit owth poten is significan They extend our re oh next few years

the higher end of he full servic rest urant ndustry enabhng us promises guests Caribbean eec pe th

capture guests and guest occasions tha our core brands do no enables an island state otmind The rand has made significant

reach With high average annual sales per restaurant these brands rides in rengthenng ts business model including new

can potenb fly accoun for 20 percent of rden total ales restaur nt prototype that duce inve tment co ts by $2 milhon

growth over the next five years and features newly redesigned kitchen for improved operating

The SRG was ormed three years ago in recognition that these efficiency Bahama Breeze opened new reStaurant in iscal

brands share support requrements hat differ from hose of our other 201 and is building pipeline of fut re sites wi plans op

brands We also felt we could grow them more effectively by leveraging new at urants year for the next ew yeara

shared leader hip expertise As result centralized within the SRQ is accelerating owth te take advantage of strong

under the Groups President re such key functions as finance brand promise and business model which are now proven in

human resourceC pu cha ing and development geographically diverse markets It brand promise of fr dining

oxpenen that celebrates
ilving well has been well en ved by

con inues to main an compe ively superior guests outsid the brand ni al egiori Th current real estate

average restaurant volumes and ha increased its market share envi onmen ombined wi Darden real estate experbee has

To uppo it br nd promi of club-like dining expenence enabled Se on 52 ucces fully apit liz on th ii bit

that builds exceptional guest relationships hrough persona/i ad of emium sit easons 52 ope three new res urants

service it has continued to invest in customer service including in fiscal 201 and plan new 100 tions per ye to the

deployment of dynamic gue database managemen sy tern next few yeats



Sales by Brand

doUarfl fl hons

Total sales increased at Olive

Garden O% and the Specialty

Restaurant Group ZO% despite

an extra fiscal week in the prior

year and declined modestly at

LongHorn Steakhouse OJ%
and more meaningfully at Red

Lobster 53% in fiscal 2010

Units by Brand

Total unit growth was strong

across the portfolio with

increases at Olive Garden

46% Red Lobster O6%
LongHorn Steakhouse 31%
and the Specialty Restaurant

Group 101%in fiscal 2010
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Total sales in fiscal 2010 of $7.11 billion were 1.4 percent lower than

fiscal 2009 which included an extra fiscal week that contributed sales

of approximately $1 21 million Excluding the extra fiscal week sales

increaseo u.a percent in Tiscai au in iotai unit growin was u.n percent

in fiscal 2010 in an environment in which many companies in the fuih

service dining industry postponed or reduced new unit development

Dardens strong financial performance in fiscal 2010 was reflected

in our reported growth in earnings per share and meaningful increase

in dividends per share Diluted net earnings per share from continuing

operations increased nearly percent while the Company raised

$8.0

$7.0

$6.0

$5

Saes
dollars in bfflions

Unts

dividends 25 percent to $1 .00 per share in fiscal 2010 from the

$0.80 per share in fiscal 2009

The Companys strong financial performance was also evident in

financial metrics regarding operating inccme earnings before interest

and taxes and cash flows from operating activities increases in these

measures demonstrate Dardens ability to generate strong cash flows

even in difficult economic environments The cash flows have been

invested in future development and to return cash to shareholders

through dividends and share repurchases

Dvdends Per Share

Dfluted Net EPS

From Contnung Operaflons

Cash Rows from

Operatng Actvftes

From Conthiung Operations

dollars in milions

Earmngs Before

nterest and Taxes
From Cortnung Operatons

dollars in mOons

$950

06 07 08 09 10

$650

5n week fiscal vaai

In formation in f/us graph is based ona lion GMP financial measurement Foi ieronobation of these annual arnoun5 please refei to our websife at wwv la.iden cow in005tors/nongaap asp

06 07 08 09 10

$3 00
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$2 50
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of Financial Condition and Results of Operations

Darden

This discussion and analysis below for Darden Restaurants Inc Darden the

Company we us or our should be read in conjunction with our consolidated

financial statements and related financial statement notes found elsewhere in

this report

We operate on 52/53 week fiscal year which ends on the last Sunday

in May Fiscal 2010 and 2008 consisted of 52 weeks of operation while fiscal

2009 consisted of 53 weeks of operation We have included in this discussion

certain financial information for fiscal 2009 on 52-week basis to assist users in

making comparisons to our other fiscal years For fiscal 2009 results presented

on 52-week basis exclude the last week of the fiscal year

OVERVIEW OF OPERATIONS

Our business operates in the full-service dining segment of the restaurant

industry primarily in the United States At May 30 2010 we operated

1824 Red Lobster Olive Garden LongHorn Steakhouse The Capital

Grille Bahama Breeze and Seasons 52 restaurants in the United

States and Canada Through subsidiaries we own and operate all of our

restaurants in the United States and Canada except for three restaurants

located in Central Florida that are owned by joint ventures and managed by

us The joint
ventures pay management fees to us and we control the joint

ventures use of our service marks None of our restaurants in the United

States or Canada are franchised As of May 30 2010 we franchised

LongHorn Steakhouse restaurants in Puerto Rico to an unaffiliated franchisee

and 25 Red Lobster restaurants in Japan to an unaffiliated Japanese

corporation under area development and franchise agreements

Our sales from continuing operations were $7.11 billion in fiscal 2010

compared to $7.22 billion in fiscal 2009 The .4 percent decrease was

primarily driven by the impact of the 53rd week in fiscal 2009 and the

combined same-restaurant sales decrease for Olive Garden Red Lobster

and LongHorn Steakhouse partially
offset by the addition of 32 net new

Olive Gardens 10 net new LongHorn Steakhouses net new Red Lobsters

new The Capital Grilles new Seasons 52s and new Bahama Breeze

Although our combined same-restaurant sales for Olive Garden Red Lobster

and LongHorn Steakhouse declined 2.6 percent this compares to decline

of 4.9 percent for the Knapp-Track1M benchmark of U.S same-restaurant

sales excluding Darden During fiscal 2010 as result of significantly

higher trend in gift card redemptions we changed our estimate of gift
card

breakage and adjusted unearned revenue with corresponding reduction

in
gift

card breakage income of $20.4 million which is included in sales

Net earnings from continuing operations for fiscal 2010 were $407.0 mil

lion $2.86 per diluted share compared with net earnings from continuing

operations for fiscal 2009 of $371 .8 million $2.65 per diluted share Net

earnings from continuing operations for fiscal 2010 increased 9.5 percent

and diluted net earnings per share from continuing operations increased

7.9 percent compared with fiscal 2009 Diluted net earnings per share

growth for fiscal 2010 was reduced by approximately nine cents as result

of adjustments to our gift card redemption rate referred to above

Our net losses from discontinued operations were $2.5 million $0.02 per

diluted share for fiscal 2010 compared with earnings from discontinued

operations of $0.4 million $0.00 per diluted share for fiscal 2009 When

combined with results from continuing operations our diluted net earnings

per share were $2.84 and $2.65 for fiscal 2010 and 2009 respectively

During the second quarter of fiscal 2008 we completed the acquisition

of RARE Hospitality International Inc RARE for $1.27 billion in total

purchase price RARE owned two principal restaurant brands LongHorn

Steakhouse and The Capital Grille of which 288 and 29 locations respec

tively were in operation as of the date of acquisition The acquisition was

completed on October 2007 and the acquired operations are included in

our consolidated financial statements from the date of acquisition

During fiscal 2007 and 2008 we closed or sold all Smokey Bones and

Rocky River Grillhouse restaurants and we closed nine Bahama Breeze

restaurants These restaurants and their related activities have been

classified as discontinued operations Therefore for the fiscal 2010 2009

and 2008 years all impairment losses and disposal costs gains and

losses on disposition along with the sales costs and expenses and income

taxes attributable to these restaurants have been aggregated in single

caption entitled Losses earnings from discontinued operations net of

tax benefit expense on the consolidated statements of earnings found

elsewhere in this report

In fiscal 2011 we expect net increase of approximately 70 to 75

restaurants We expect combined U.S same-restaurant sales in fiscal 2011

to increase percent to percent for Red Lobster Olive Garden and LongHorn

Steakhouse We expect fiscal 2011 sales to increase between 5.5 percent

and 6.5 percent and diluted net earnings per share growth from continuing

operations for fiscal 2011 to range from 14 percent to 17 percent

In June 2010 we announced quarterly dividend of 32 cents per

share payable on August 2010 Previously our quarterly dividend was

25 cents per share or $1 .00 per share on an annual basis Based on the

32 cent quarterly dividend declaration our expected annual dividend is

$1 .28 per share 28 percent increase Dividends are subject to the

approval of the Companys Board of Directors and accordingly the timing

and amount of our dividends are subject to change

Our mission is to be the best in full-service dining now and for

generations We believe we can achieve this goal by continuing to build

on our strategy to be multi-brand restaurant growth company which is

grounded in

Competitively superior leadership

Strong brand building
that reflects brand management and

restaurant operating excellence and

Brand support excellence
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We seek to increase profits by leveraging our fixed and semi-fixed

costs with sales from new restaurants and increased guest traffic and

sales at existing restaurants To evaluate our operations and assess our

financial performance we monitor number of operating measures with

special focus on two key factors

Same-restaurant saleswhich is year-over-year comparison of

each periods sales volumes for restaurants open at least 16 months

including recently acquired restaurants regardless of when the

restaurants were acquired and

Restaurant earnings which is restaurant-level profitability

restaurant sales less restaurant-level cost of sales marketing and

depreciation

Increasing same-restaurant sales can improve restaurant earnings

because these incremental sales provide better leverage of our fixed and

semi-fixed restaurant-level costs restaurant brand can generate same-

restaurant sales increases through increases in guest traffic increases in

the average guest check or combination of the two The average guest

check can be impacted by menu price changes and by the mix of menu items

sold For each restaurant brand we gather daily sales data and regularly

analyze the guest traffic counts and the mix of menu items sold to aid in

developing menu pricing product offerings and promotional strategies We

view same-restaurant guest counts as measure of the long-term health

of restaurant brand while increases in average check and menu mix may

contribute more significantly to near-term profitability We focus on balancing

our pricing
and product offerings

with other initiatives to produce sustainable

same-restaurant sales growth

We compute same-restaurant sales using restaurants open at least

16 months because this period is generally required for new restaurant

sales levels to normalize Sales at newly opened restaurants generally do

not make significant contribution to profitability in their initial months of

operation due to operating inefficiencies Our sales and expenses can be

impacted significantly by the number and timing of new restaurant openings

and closings relocation and remodeling of existing restaurants Pre-opening

expenses each period reflect the costs associated with opening new

restaurants in current and future periods

There are significant risks and challenges that could impact our

operations and ability to increase sales and earnings The full-service

restaurant industry is intensely competitive and sensitive to economic

cycles and other business factors including changes in consumer tastes

and dietary habits Other risks and uncertainties are discussed and refer

enced in the subsection below entitled Forward-Looking Statements

RESULTS OF OPERATIONS FOR FISCAL 20102009 AND 2008

The following table sets forth selected operating data as percentage of

sales from continuing operations for the fiscal years ended May 30 2010

May 312009 and May 25 2008 This information is derived from the consoli

dated statements of earnings found elsewhere in this report Additionally

this information and the following analysis have been presented with the

results of operations gains and losses on disposition impairment charges

and closing costs for the Smokey Bones and Rocky River Grillhouse

restaurants and the nine closed Bahama Breeze restaurants classified as

discontinued operations for all periods presented The results of operations

of the LongHorn Steakhouse The Capital Grille Hemenways Seafood Grille

Oyster Bar and The Old Grist Mill Tavern restaurants have been included

for all periods subsequent to their acquisition by Darden in the second

quarter of fiscal 2008 Hemenways Seafood Grille Oyster Bar and The Old

Grist Mill Tavern restaurants were sold in the first and fourth fiscal quarters

of 2010 respectively

Fiscal Years

2010 2009 2008

Sales 100.0% 100.0% 100.0%

Costs and expenses

Cost of sales

Food and beverage 28.8 30.5 30.1

Restaurant labor 33.1 32.0 32.1

Restaurant expenses 15.2 15.6 15.3

Total cost of sales excluding restaurant

depreciation and amortization of

4.0% 3.7% and 3.5% respectively 77.1% 78.1% 77.5%

Selling general and administrative 9.6 9.2 9.7

Depreciation and amortization 4.3 3.9 3.7

Interest net 1.3 1.5 1.3

Asset impairment net 0.1 0.2 0.0

Total costs and expenses 92.4% 92.9% 92.2%

Earnings before income taxes 7.6 7.1 7.8

Incometaxes 1.9 1.9 2.2

Earnings from continuing operations 5.7 5.2 5.6

Losses earnings from discontinued

operations net of taxes 0.0 0.0 0.1

Netearnings 5.7% 5.2% 5.7%

SALES

Sales from continuing operations were $7.11 billion in fiscal 2010 $7.22 bil

lion in fiscal 2009 and $6.63 billion in fiscal 2008 The .4 percent decrease

in sales from continuing operations for fiscal 2010 was primarily driven by the

impact of the 53rd week in fiscal 2009 and the combined same-restaurant sales

decrease for Olive Garden Red Lobster and LongHorn Steakhouse partially

offset by the addition of 32 net new Olive Gardens 10 net new LongHorn

Steakhouses net new Red Lobsters new The Capital Grilles new

Seasons 52s and new Bahama Breeze The 53rd week contributed

$1 23.7 million of sales in fiscal 2009

Olive Garden sales of $3.32 billion in fiscal 2010 were .0 percent above

last year Olive Garden opened 32 net new restaurants during fiscal 2010

On 52-week basis annual U.S same-restaurant sales for Olive Garden

decreased .0 percent due to 3.0 percent decrease in same-restaurant

guest counts
partially

offset by 20 percent increase in average guest check

Average annual sales per restaurant for Olive Garden were $4.7 million in

fiscal 2010 compared to $4.8 million in fiscal 2009 52-week basis

Red Lobster sales of $2.49 billion in fiscal 2010 were 5.3 percent below

last year Red Lobster opened four net new restaurants during fiscal 2010 On

52-week basis annual U.S same-restaurant sales for Red Lobster decreased

4.9 percent due to 6.3 percent decrease in same-restaurant guest counts

partially offset by 1.4 percent increase in average guest check Average

annual sales per restaurant for Red Lobster were $3.6 million in fiscal 2010

compared to $3.8 million in fiscal 2009 52-week basis

LongHorn Steakhouse sales of $881.8 million in fiscal 2010 were

0.7 percent below last year LongHorn Steakhouse opened 10 net new

restaurants during fiscal 2010 On 52-week basis annual same-restaurant
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sales for LongHorn Steakhouse decreased 1.9 percent due to 4.2 percent

decrease in same-restaurant guest counts partially offset by 2.3 percent

increase in average guest check Average annual sales per restaurant for

LongHorn Steakhouse were $2.7 million in fiscal 2010 compared to

$2.8 million in fiscal 2009 52-week basis

The Capital Grille sales of $241.8 million in fiscal 2010 were 3.2 percent

above last year The Capital Grille opened three new restaurants during fiscal

2010 On 52-week basis annual same-restaurant sales for The Capital Grille

decreased 7.8 percent due to 5.9 percent decrease in same-restaurant

guest counts combined with 1.9 percent decrease in average guest check

Average annual sales per restaurant for The Capital Grille were $6.2 million in

fiscal 2010 compared to $6.8 million in fiscal 2009 52-week basis

Bahama Breeze sales of $130.0 million in fiscal 2010 were 1.0 percent

below last year Bahama Breeze opened one new restaurant during fiscal 2010

When compared to 52-week basis for fiscal 2009 annual same-restaurant

sales for Bahama Breeze decreased 2.9 percent due to 2.0 percent decrease

in same-restaurant guest counts combined with 0.9 percent decrease

in average guest check Average annual sales per restaurant for Bahama

Breeze were $5.4 million in fiscal 2010 compared to $5.5 million in fiscal

2009 52-week basis

The 8.9 percent increase in Company-wide sales for fiscal 2009 versus

fiscal 2008 was primarily due to the contribution of LongHorn Steakhouse and

The Capital Grille for the entire fiscal year net increase of 38 Olive Gardens

16 net new LongHorn Steakhouses 10 net new Red Lobsters and new

The Capital Grilles in fiscal 2009 the impact of the 53rd week and U.S

same-restaurant sales increases at Olive Garden Olive Gardens fiscal 2009

sales of $3.29 billion were 7.2 percent above fiscal 2008 sales On 52-week

basis annual U.S same-restaurant sales for Olive Garden increased 0.3 per

cent in fiscal 2009 due to 2.6 percent increase in average guest check

partially offset by 2.3 percent decrease in same-restaurant guest counts

Average annual sales per restaurant for Olive Garden were $4.8 million in

fiscal 2009 52-week basis compared to $4.9 million in fiscal 2008 Red

Lobsters sales of $2.62 billion in fiscal 2009 were 0.2 percent below fiscal

2008 sales On 52-week basis annual U.S same-restaurant sales for Red

Lobster decreased 2.2 percent due to 5.1 percent decrease in same-

restaurant guest counts partially offset by 2.9 percent increase in average

check Average annual sales per restaurant for Red Lobster were $3.8 million

in fiscal 2009 52-week basis compared to $3.9 million in fiscal 2008

LongHorn Steakhouses fiscal 2009 sales of $888.4 million were 3.6 percent

above the comparable prior year period which were included in RAREs

separately reported results of operations driven by sales from 16 net new

restaurants partially offset by same-restaurant sales decrease On

52-week basis annual same-restaurant sales for LongHorn Steakhouse

decreased 5.6 percent due to 7.3 percent decrease in same-restaurant

guest counts partially offset by 1.7 percent increase in average guest check

Average annual sales per restaurant for Long Horn Steakhouse were

$2.8 million in fiscal 2009 compared to $2.9 million in fiscal 2008 The

Capital Grilles fiscal 2009 sales of $234.4 million were 3.3 percent below

the comparable prior year period which were included in RAREs separately

reported results of operations driven by same-restaurant sales decrease

partially offset by sales from five new restaurants On 52-week basis annual

same-restaurant sales for The Capital Grille decreased 15.5 percent due to

16.3 percent decrease in same-restaurant guest counts partially offset

by 0.8 percent increase in average guest check Average annual sales per

restaurant forThe Capital Grille were $6.8 million in fiscal 2009 52-week

basis compared to $8.1 million in fiscal 2008 Bahama Breezes fiscal 2009

sales from continuing operations of $131.4 million decreased 2.9 percent

from fiscal 2008 On 52-week basis annual same-restaurant sales for

Bahama Breeze decreased 6.0 percent due to 7.8 percent decrease in

same-restaurant guest counts partially offset by 1.8 percent increase

in average guest check Average annual sales per restaurant for Bahama

Breeze were $5.5 million in fiscal 2009 52-week basis compared to

$5.9 million in fiscal 2008

COSTS AND EXPENSES

Total costs and expenses from continuing operations were $6.57 billion in

fiscal 2010 $6.70 billion in fiscal 2009 and $6.11 billion in fiscal 2008 As

percent of sales total costs and expenses from continuing operations in fiscal

2010 were 92.4 percent which decreased from 92.9 percent in fiscal 2009

and increased from 92.2 percent in fiscal 2008

Food and beverage costs decreased $149.1 million or 6.8 percent from

$2.20 billion in fiscal 2009 to $2.05 billion in fiscal 2010 Food and beverage

costs increased $204.1 million or 10.2 percent from $2.00 billion in fiscal

2008 to $2.20 billion in fiscal 2009 As percent of sales food and beverage

costs decreased from fiscal 2009 to fiscal 2010 primarily as result of lower

seafood beef and commodity costs and pricing As percent of sales food

and beverage costs increased from fiscal 2008 to fiscal 2009 primarily as

result of the acquisition of RARE whose brands have historically had higher

food and beverage costs as percent of sales compared to our consolidated

average prior to the acquisition as well as increases in food costs such as

dairy wheat and pork which were partially offset by pricing increases and

decreases in seafood costs

Restaurant labor costs increased $42.4 million or 1.8 percent from

$2.31 billion in fiscal 2009 to $2.35 billion in fiscal 2010 Restaurant labor

costs increased $183.5 million or 8.6 percent from $2.12 billion in fiscal

2008 to $2.31 billion in fiscal 2009 As percent of sales restaurant labor

costs increased in fiscal 2010 primarily as result of an increase in wage

rates manager compensation employee medical costs and the impact of

sales deleveraging partially offset by productivity gains and reduced turnover

As percent of sales restaurant labor costs decreased in fiscal 2009 from

fiscal 2008 primarily as result of the acquisition of RARE whose brands

have historically had lower restaurant labor costs as percent of sales

compared to our consolidated average prior to the acquisition as well

as pricing and lower employee medical costs As percent of sales this

decrease in restaurant labor costs was partially offset by an increase in

wage rates and manager compensation

Restaurant expenses which include lease property tax credit card utility

workers compensation insurance new restaurant pre-opening and other

restaurant-level operating expenses decreased $46.2 million or 4.1 percent

from $1.13 billion in fiscal 2009 to $1.08 billion in fiscal 2010 Restaurant

expenses increased $110.6 million or 10.9 percent from $1.02 billion in fiscal

2008 to $1.13 billion in fiscal 2009 As percent of sales restaurant expenses

decreased in fiscal 2010 as compared to fiscal 2009 primarily as result of

lower utility costs and repair and maintenance expenses which were partially

offset by the impact of sales deleveraging As percent of sales restaurant

expenses increased in fiscal 2009 as compared to fiscal 2008 primarily as

result of higher utility costs RAREs higher restaurant expenses as percent

of sales compared to our consolidated average prior to the acquisition
and
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integration costs and purchase accounting adjustments related to the RARE

acquisition partially offset by decrease in credit card expense

Selling general and administrative expenses increased $18.9 million

or 2.8 percent from $665.6 million in fiscal 2009 to $684.5 million in fiscal

2010 Selling general and administrative expenses increased $23.9 million

or 3.7 percent from $641.7 million in fiscal 2008 to $665.6 million in fiscal

2009 As percent of sales selling general and administrative expenses

increased from fiscal 2009 to fiscal 2010 primarily as result of unfavorable

market-driven changes in fair value related to our non-qualified deferred

compensation plans in fiscal 2010 compared to fiscal 2009 as well as an

increase in
advertising expenses performance incentive compensation and

the impact of sales deleveraging As percent of sales selling general and

administrative expenses decreased from fiscal 2008 to fiscal 2009 primarily

as result of reduction in transaction and integration-related costs and

purchase accounting adjustments related to the RARE acquisition market-

driven changes in fair value related to our non-qualified deferred compensa

tion plans sales growth leveraging and lower corporate level expenses as

result of savings initiatives partially offset by an increase in
advertising expenses

Depreciation and amortization expense increased $17.8 million or

6.3 percent from $283.1 million in fiscal 2009 to $300.9 million in fiscal

2010 Depreciation and amortization expense increased $37.4 million or

15.2 percent from $245.7 million in fiscal 2008 to $283.1 million in fiscal

2009 As percent of sales depreciation and amortization expense increased

in fiscal 2010 as result of new restaurant openings the incremental

depreciation associated with the new restaurant support center facility and sales

deleveraging.As percent of sales depreciation and amortization expense

increased in fiscal 2009 as result of new restaurant openings which was

partially offset by increased sales growth leveraging

Net interest expense decreased $13.5 million or 12.6 percent from

$107.4 million in fiscal 2009 to $93.9 million in fiscal 2010 Net interest

expense increased $21.7 million 0125.3 percent from $85.7 million in fiscal

2008 to $107.4 million in fiscal 2009 As percent of sales net interest expense

decreased in fiscal 2010 compared to fiscal 2009 primarily as result of lower

average debt balances associated with the repayment of all our short-term

debt and the release of interest reserves associated with the favorable

resolution in the current year of prior year tax matters As percent of sales

net interest expense increased in fiscal 2009 compared to fiscal 2008 due

mainly to an increase in average long-term debt balances associated with

the
acquisition of RARE partially offset by decrease in interest rates on our

short-term debt

During fiscal 2010 2009 and 2008 we recognized asset impairment

charges of $6.2 million $12.0 million and $0.0 million respectively related

primarily to the planned closure disposal relocation or rebuilding of certain

restaurants and write downs of assets held for disposition reported in

continuing operations

INCOME TP1XES

The effective income tax rates for fiscal 2010 2009 and 2008 continuing

operations were 25.1 percent 27.5 percent and 28.2 percent respectively

The decrease in our effective rate for fiscal 2010 is due primarily to the impact

of market-driven changes in the value of our trust-owned life insurance that

are excluded for tax purposes and favorable resolution of prior year tax matters

expensed in prior years The decrease in our effective rate for fiscal 2009

compared to fiscal 200 is due primarily to an increase in FICA tax credits

for employee reported tips

NET EARNINGS AND NET EARNINGS PER SHARE FROM

CONTINUING OPERATIONS

Net earnings from continuing operations for fiscal 2010 were $407.0 million

$2.86 per diluted share compared with net earnings from continuing

operations for fiscal 2009 of $371 .8 million $2.65 per diluted share and

net earnings from continuing operations for fiscal 2008 of $369.5 million

$2.55 per diluted share

Net earnings from continuing operations for fiscal 2010 increased

9.5 percent and diluted net earnings per share from continuing operations

increased 7.9 percent compared with fiscal 2009 The increases in net

earnings and diluted net earnings per share from continuing operations were

primarily due to decreases in food and beverage costs restaurant expenses

and interest expenses as percent of sales which were only partially offset

by increases in restaurant labor selling general and administrative expenses

and depreciation and amortization expenses as percent of sales Diluted net

earnings per share growth for fiscal 2010 was reduced by approximately nine

cents as result of adjustments to our gift card redemption rate assumptions

based on current consumer redemption behavior The additional operating

week in fiscal 2009 contributed approximately six cents of diluted net eamings

per share in fiscal 2009

Net earnings from continuing operations for fiscal 2009 were

$371.8 million $2.65 per diluted share compared with net eamings from

continuing operations for fiscal 2008 of $369.5 million $2.55 per diluted

share Net earnings from continuing operations for fiscal 2009 increased

0.6 percent and diluted net earnings per share from continuing operations

increased 3.9 percent compared with fiscal 2008 Integration costs and

purchase accounting adjustments related to the acquisition of RARE reduced

diluted net eamings per share from continuing operations by approximately

10 cents and 19 cents in fiscal 2009 and 2008 respectively The additional

operating week in fiscal 2009 contributed approximately six cents of diluted

net eamings per share in fiscal 2009 Diluted net earnings per share from

continuing operations also benefited from the cumulative impact of our share

repurchase program

LOSSES EARNINGS FROM DISCONTINUED OPERATIONS

On an after-tax basis losses from discontinued operations for fiscal 2010 were

$2.5 million $0.02 per diluted share compared with earnings from discontinued

operations for fiscal 2009 of $0.4 million $0.00 per diluted share and earnings

from discontinued operations for fiscal 2008 of $7.7 million $0.05 per diluted

share During fiscal 2008 we recorded an $18.0 million gain on disposal

related to the sale of the operating Smokey Bones restaurants

SEASONALITY

Our sales volumes fluctuate seasonally During fiscal 2010 and 2008

our average sales per restaurant were highest in the winter and spring

followed by the summer and lowest in the fall During 2009 our average

sales per restaurant were highest in the summer and spring followed by

the winter and lowest in the fall Holidays changes in the economy severe

weather and similar conditions may impact sales volumes seasonally in

some operating regions Because of the seasonality of our business results

for any quarter are not necessarily indicative of the results that may be

achieved for the full fiscal year
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IMPACT OF INFLATION

We attempt to minimize the annual effects of inflation through appropriate

planning operating practices and menu price increases We do not believe

inflation had significant overall effect on our annual results of operations during

fiscal 2010 However we experienced higher than normal inflationary costs

during the first half of fiscal 2009 consistent with those experienced during

fiscal 2008 although the overall impact of inflation was less in fiscal 2009

than in fiscal 2008 as these inflationary costs subsided during the second

half of fiscal 2009 During periods of higher than expected inflationary costs

we have been able to reduce the annual impact utilizing
these strategies

CRITICAL ACCOUNTING POLICIES

We prepare our consolidated financial statements in conformity with U.S

generally accepted accounting principles The preparation of these financial

statements requires us to make estimates and assumptions that affect the

reported amounts of assets and liabilities and disclosure of contingent assets

and liabilities at the date of the financial statements and the reported amounts

of sales and expenses during the reporting period Actual results could differ

from those estimates

Our significant accounting policies are more fully described in Note ito the

consolidated financial statements However certain of our accounting policies

that are considered critical are those we believe are both most important to the

portrayal of our financial condition and operating results and require our most

difficult subjective or complex judgments often as result of the need to make

estimates about the effect of matters that are inherently uncertain Judgments

and uncertainties affecting the application of those policies may result in

materially different amounts being reported under different conditions or

using different assumptions We consider the following policies to be most

critical in understanding the judgments that are involved in preparing our

consolidated financial statements

Land Buildings and Equipment

Land buildings and equipment are recorded at cost less accumulated

depreciation Building components are depreciated over estimated useful lives

ranging from seven to 40 years using the straight-line method Leasehold

improvements which are reflected on our consolidated balance sheets as

component of buildings in land buildings and equipment net are amortized

over the lesser of the expected lease term including cancelable option periods

or the estimated useful lives of the related assets using the straight-line

method Equipment is depreciated over estimated useful lives ranging from

two to ten years also using the straight-line method

Our accounting policies regarding land buildings and equipment including

leasehold improvements include our judgments regarding the estimated useful

lives of these assets the residual values to which the assets are depreciated

or amortized the determination of what constitutes expected lease term and

the determination as to what constitutes enhancing the value of or increasing

the life of existing assets These judgments and estimates may produce

materially different amounts of reported depreciation and amortization expense

if different assumptions were used As discussed further below these judg

ments may also impact our need to recognize an impairment charge on the

carrying amount of these assets as the cash flows associated with the assets

are realized or as our expectations of estimated future cash flows change

Leases

We are obligated under various lease agreements for certain restaurants For

operating leases we recognize rent expense on straight-line basis over the

expected lease term including option periods as described below Capital

leases are recorded as an asset and an obligation at an amount equal to the

present value of the minimum lease payments during the lease term

Within the provisions of certain of our leases there are rent holidays and

escalations in payments over the base lease term as well as renewal periods

The effects of the holidays and escalations have been reflected in rent expense

on straight-line
basis over the expected lease term which includes cancel

able option periods we are reasonably assured to exercise because failure to

exercise such options would result in an economic penalty to the Company

The lease term commences on the date when we have the right to control the

use of the leased property which is typically before rent payments are due

under the terms of the lease The leasehold improvements and property held

under capital leases for each restaurant facility are amortized on the straight-line

method over the shorter of the estimated life of the asset or the same expected

lease term used for lease accounting purposes Many of our leases have

renewal periods totaling
five to 20 years exercisable at our option and require

payment of property taxes insurance and maintenance costs in addition to

the rent payments The consolidated financial statements reflect the same

lease term for amortizing leasehold improvements as we use to determine

capital versus operating lease classifications and in
calculating straight-line

rent expense for each restaurant Percentage rent expense is generally based

upon sales levels and is accrued when we determine that it is probable that

such sales levels will be achieved

Our judgments related to the probable term for each restaurant affect

the classification and accounting for leases as capital versus operating the

rent holidays and escalation in payments that are included in the calculation

of straight-line rent and the term over which leasehold improvements for

each restaurant facility are amortized These judgments may produce materi

ally different amounts of depreciation amortization and rent expense than

would be reported if different assumed lease terms were used

Impairment of Long-Lived Assets

Land buildings
and equipment and certain other assets including definite-lived

intangible assets are reviewed for impairment whenever events or changes

in circumstances indicate that the
carrying

amount of an asset may not be

recoverable Recoverability of assets to be held and used is measured by

comparison of the carrying amount of the assets to the future undiscounted

net cash flows expected to be generated by the assets Identifiable cash flows

are measured at the lowest level for which they are largely independent of the

cash flows of other groups of assets and liabilities generally at the restaurant

level If these assets are determined to be impaired the amount of impairment

recognized is measured by the amount by which the carrying amount of the

assets exceeds their fair value Fair value is generally determined by appraisals

or sales prices of comparable assets Restaurant sites and certain other assets

to be disposed of are reported at the lower of their carrying amount or fair

value less estimated costs to sell Restaurant sites and certain other assets

to be disposed of are included in assets held for sale within prepaid expenses

and other current assets in our consolidated balance sheets when certain

criteria are met These criteria include the requirement that the likelihood of

disposing of these assets within one year is probable For assets that meet

the held-for-sale criteria we separately evaluate whether those assets also
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meet the requirements to be reported as discontinued operations Principally

if we discontinue cash flows and no longer have any significant continuing

involvement with respect to the operations of the assets we classify the assets

and related results of operations as discontinued We consider guest transfer

an increase in guests at another location as result of the closure of
location

as continuing cash flows and evaluate the significance of expected guest

transfer when evaluating restaurant for discontinued operations reporting

To the extent we dispose of enough assets where classification between

continuing operations and discontinued operations would be material to our

consolidated financial statements we utilize the reporting provisions for

discontinued operations Assets whose disposal is not probable within one

year remain in land buildings and equipment until their disposal within one

year is probable

We account for exit or disposal activities including restaurant closures

in accordance with FASB Accounting Standards Codification ASC Topic 420

Exit or Disposal Cost Obligations Such costs include the cost of disposing of

the assets as well as other facility- related expenses from previously closed

restaurants These costs are generally expensed as incurred Additionally at

the date we cease using property under an operating lease we record liability

for the net present value of any remaining lease obligations net of estimated

sublease income Any subsequent adjustments to that liability as result of

lease termination or changes in estimates of sublease income are recorded

in the period incurred Upon disposal of the assets primarily land associated

with closed restaurant any gain or loss is recorded in the same caption

within our consolidated statements of earnings as the original impairment

The judgments we make related to the expected useful lives of long-lived

assets and our ability to realize undiscounted cash flows in excess of the

carrying amounts of these assets are affected by factors such as the ongoing

maintenance and improvements of the assets changes in economic conditions

changes in usage or operating performance desirability of the restaurant sites

and other factors such as our ability to sell our assets held for sale As we

assess the ongoing expected cash flows and carrying amounts of our long-

lived assets significant adverse changes in these factors could cause us to

realize material impairment loss During fiscal 2010 we recognized asset

impairment losses of $6.2 million $3.8 million after tax primarily related to

the write-down of assets held for disposition based on updated valuations the

permanent closure of three Red Lobsters and three LongHorn Steakhouses

and the write-down of two LongHorn Steakhouses and one Olive Garden based

on an evaluation of expected cash flows During fiscal 2009 we recognized

asset impairment losses of $1 2.0 million $7.4 million after tax primarily

related to the write-down of assets held for disposition the permanent closure

of one LongHorn Steakhouse and the write-down of another LongHorn

Steakhouse based on an evaluation of expected cash flows Asset impairment

losses are included in asset impairment net on our consolidated statements

of earnings During fiscal 2008 we recognized no asset impairment losses

Valuation and Recoverability of Goodwill

and Indefinite-Lived Intangible Assets

We review our goodwill and other indefinite-lived intangible assets primarily

our trademarks for impairment annually as of the first day of our fiscal fourth

quarter or more frequently if indicators of impairment exist Goodwill and

other indefinite-lived intangible assets not subject to amortization have been

assigned to reporting units for purposes of impairment testing The reporting

units are our restaurant brands At May 30 2010 and May31 2009 we had

goodwill of $517.3 million and $518.7 million respectively and trademarks

of $454.0 million and $454.4 million respectively

significant amount of judgment is involved in determining if an

indicator of impairment has occurred Such indicators may include among

others
significant

decline in our expected future cash flows sustained

significant decline in our stock price and market capitalization significant

adverse change in
legal factors or in the business climate unanticipated

competition the testing for recoverability of significant asset group within

reporting unit and slower growth rates Any adverse change in these factors

could have significant impact on the recoverability of these assets and

could have material impact on our consolidated financial statements

The goodwill impairment test involves two-step process The first step

is comparison of each reporting units fair value to its carrying value We

estimate fair value using the best information available including market

information and discounted cash flow projections also referred to as the

income approach.The income approach uses reporting units projection of

estimated operating results and cash flows that is discounted using weighted-

average cost of capital that reflects current market conditions The projection

uses managements best estimates of economic and market conditions over

the projected period including growth rates in sales costs and number of

units estimates of future expected changes in operating margins and cash

expenditures Other significant estimates and assumptions include terminal

value growth rates future estimates of capital expenditures and changes in

future working capital requirements We validate our estimates of fair value

under the income approach by comparing the values to fair value estimates

using market approach market approach estimates fair value by applying

cash flow and sales multiples to the reporting units operating performance

The multiples are derived from comparable publicly traded companies with

similar operating and investment characteristics of the reporting units

If the fair value of the reporting unit is higher than its carrying value

goodwill is deemed not to be impaired and no further
testing is required If

the carrying value of the reporting unit is higher than its fair value there is an

indication that impairment may exist and the second step must be performed

to measure the amount of impairment loss The amount of impairment is

determined by comparing the implied fair value of reporting unit goodwill to the

carrying value of the goodwill in the same manner as if the reporting unit was

being acquired in business combination Specifically we would allocate the

fair value to all of the assets and liabilities of the reporting unit including any

unrecognized intangible assets in hypothetical analysis that would calculate

the implied fair value of goodwill If the implied fair value of
goodwill

is less than

the recorded goodwill we would record an impairment loss for the difference

Consistent with our accounting policy for goodwill and other indefinite-

lived intangibles we performed our annual impairment test of our goodwill and

other indefinite-lived intangible assets as of the first day of our fiscal fourth

quarter As of the beginning of our fiscal fourth quarter we had six
reporting

units Red Lobster Olive Garden LongHorn SteakhouseThe Capital Grille

Bahama Breeze and Seasons 52 Two of these
reporting units LongHorn

Steakhouse and The Capital Grille have significant amount of goodwill As

part
of our process for performing the step one impairment test of goodwill

we estimated the fair value of our reporting units utilizing the income approach

described above to derive an enterprise value of the Company We reconciled

the enterprise value to our overall estimated market capitalization The

estimated market
capitalization considers recent trends in our market

capitalization and an expected control premium based on comparable recent
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and historical transactions Based on the results of the step one impairment

test no impairment of goodwill was indicated

Given the significance
of goodwill related to these reporting units we

also performed sensitivity analyses on our estimated fair value of LongHorn

Steakhouse and The Capital Grille using the income approach key assump

tion in our fair value estimate is the weighted-average cost of capital utilized

for discounting our cash flow estimates in our income approach We selected

weighted-average cost of capital for LongHorn Steakhouse of 11.0 percent

and The
Capital

Grille of 12.0 percent An increase in the weighted-average

cost of capital of approximately 725 basis points and approximately 170

basis points would result in an impairment of portion of the goodwill of

LongHorn Steakhouse and The Capital Grille respectively The estimated fair

value of LongHorn Steakhouse and The Capital Grille exceeded their carrying

value by approximately 82 percent and 18 percent respectively

The fair value of other indefinite-lived intangible assets primarily

trademarks are estimated and compared to the carrying value We estimate

the fair value of these intangible assets using the relief-from-royalty method

which requires assumptions related to projected sales from our annual long-

range plan assumed royalty rates that could be payable if we did not own

the trademarks and discount rate We recognize an impairment loss when

the estimated fair value of the indefinite-lived intangible asset is less than

its carrying value We completed our impairment test of our indefinite-lived

intangibles and concluded as of the date of the test there was no impairment

of the trademarks for LongHorn Steakhouse and The Capital Grille key

assumption in our fair value estimate is the discount rate utilized in the relief-

from-royalty method We selected discount rate for LongHorn Steakhouse

of 12.0 percent and The Capital Grille of 13.0 percent An increase in the

discount rate of approximately 160 basis points and approximately 90 basis

points would result in impairment of portion of the trademark of LongHorn

Steakhouse and The Capital Grille respectively

We determined that there was no goodwill or indefinite-lived intangible

asset impairment as of the first day of our fiscal fourth quarter and no additional

indicators of impairment were identified through the end of our fiscal fourth

quarter that would require us to test further for impairment However declines

in our market capitalization reflected in our stock price as well as in the market

capitalization of other companies in the restaurant industry declines in sales at

our restaurants and significant adverse changes in the operating environment

for the restaurant industry may result in future impairment loss

Changes in circumstances existing at the measurement date or at other

times in the future or in the numerous estimates associated with managements

judgments and assumptions made in assessing the fair value of our goodwill

could result in an impairment loss of portion or all of our goodwill or other

indefinite-lived intangible assets If we recorded an impairment loss our

financial position and results of operations would be adversely affected and

our leverage ratio for purposes of our credit agreement would increase

leverage ratio exceeding the maximum permitted under our credit agreement

would be defauft under our credit agreement At May 302010 write down

of goodwill other indefinite-lived intangible assets or any other assets in

excess of approximately $1 .07 billion on an after-tax basis would have been

required to cause our leverage ratio to exceed the permitted maximum As

our leverage ratio is determined on quarterly basis and due to the seasonal

nature of our business lesser amount of impairment in future quarters

could cause our leverage ratio to exceed the permitted maximum

We evaluate the useful lives of our other intangible assets primarily

intangible assets associated with the RARE acquisition to determine if

they are definite or indefinite-lived Reaching determination on useful life

requires significant judgments and assumptions regarding the future effects

of obsolescence demand competition other economic factors such as

the stability of the industry legislative action that results in an uncertain

or changing regulatory environment and expected changes in distribution

channels the level of required maintenance expenditures and the expected

lives of other related groups of assets

Insurance Accruals

Through the use of insurance program deductibles and self-insurance we

retain significant portion of expected losses under our workers compensa

tion employee medical and general liability programs However we carry

insurance for individual workers compensation and general liability claims

that exceed $0.5 million and $0.25 million respectively Accrued liabilities

have been recorded based on our estimates of the anticipated ultimate costs

to settle all claims both reported and not yet reported

Our accounting policies regarding these insurance programs include our

judgments and independent actuarial assumptions about economic conditions

the frequency or severity of claims and claim development patterns and claim

reserve management and settlement practices Unanticipated changes in

these factors may produce materially different amounts of reported expense

under these programs

Unearned Revenues

Unearned revenues represent our liability for gift cards that have been sold

but not yet redeemed We recognize sales from our gift cards when the gift

card is redeemed by the customer Although there are no expiration dates or

dormancy fees for our gift cards based on our historical gift card redemption

patterns we can reasonably estimate the amount of
gift

cards for which

redemption is remote which is referred to as breakage.We recognize

breakage within sales for unused gift card amounts in proportion to actual
gift

card redemptions which is also referred to as the redemption recognition

method The estimated value of gift cards expected to go unused is recognized

over the expected period of redemption as the remaining gift card values are

redeemed Utilizing this method we estimate both the amount of breakage and

the time period of redemption actual redemption pattems vary from our esti

mates actual gift card breakage income may differ from the amounts recorded

We update our estimate of our breakage rate periodically and apply that rate to

gift card redemptions 10 percent change in our breakage rate assumption

on unredeemed gift cards would resu in an $18.0 million adjustment in our

unearned revenues

Income Taxes

We estimate certain components of our provision for income taxes These

estimates include among other items depreciation and amortization expense

allowable for tax purposes allowable tax credits for items such as taxes paid

on reported employee tip income effective rates for state and local income

taxes and the tax deductibility of certain other items We adjust our annual

effective income tax rate as additional information on outcomes or events

becomes available
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FASB ASC Topic 740 Income Taxes requires that position taken or

expected to be taken in tax return be recognized or derecognized in the

financial statements when it is more likely than not i.e likelihood of more

than fifty percent that the position would be sustained upon examination

by tax authorities recognized tax position is then measured at the largest

amount of benefit that is greater than fifty percent likely of being realized

upon ultimate settlement

We provide for federal and state income taxes currently payable as well

as for those deferred because of temporary differences between reporting

income and expenses for financial statement purposes versus tax purposes

Federal income tax credits are recorded as reduction of income taxes

Deferred tax assets and liabilities are recognized for the future tax consequences

attributable to differences between the financial statement carrying amounts of

existing assets and liabilities and their respective tax bases Deferred tax assets

and liabilities are measured using enacted tax rates expected to apply to taxable

income in the years in which those temporary differences are expected to be

recovered or settled.The effect on deferred tax assets and liabilities of change

in tax rates is recognized in eamings in the period that includes the enactment

date Interest recognized in accordance with reserves for uncertain tax positions

is included in interest net in our consolidated statements of earnings

corresponding liability for accrued interest is included as component of

other current liabilities in our consolidated balance sheets Penalties when

incurred are recognized in selling general and administrative expenses

We base our estimates on the best available information at the time that

we prepare the provision We generally file our annual income tax returns

several months after our fiscal year-end Income tax returns are subject

to audit by federal state and local governments generally years after the

returns are filed These returns could be subject to material adjustments or

differing interpretations of the tax laws

The major jurisdictions in which the Company files income tax returns

include the U.S federal jurisdiction Canada and most states in the U.S that

have an income tax With few exceptions the Company is no longer subject

to U.S federal state and local or non-U.S income tax examinations by tax

authorities for years before 2001

Included in the balance of unrecognized tax benefits at May 302010

is $0.3 million related to tax positions for which it is reasonably possible that

the total amounts could change during the next twelve months based on

the outcome of examinations or as result of the expiration of the statute

of limitations for specific jurisdictions The $0.3 million relates to items that

would impact our effective income tax rate

LIQUIDITY AND CAPITAL RESOURCES

Cash flows generated from operating activities provide us with significant

source of
liquidity

which we use to finance the purchases of land buildings

and equipment to pay dividends to our shareholders and to repurchase

shares of our common stock Since
substantially all of our sales are for cash

and cash equivalents and accounts payable are generally due in five to 30

days we are able to carry current liabilities in excess of current assets In

addition to cash flows from operations we use combination of long-term

and short-term borrowings to fund our capital needs

We currently manage our business and our financial ratios to maintain

an investment grade bond rating which allows flexible access to financing

at reasonable costs Currently our publicly issued long-term debt carries

Baa3 Moodys Investors Service BBB Standard Poors and BBB

Fitch ratings Our commercial paper has ratings of P-3 Moodys Investors

Service A-2 Standard Poors and F-2 Fitch.These ratings are as of

the date of this annual report and have been obtained with the understanding

that Moodys Investors Service Standard Poors and Fitch will continue to

monitor our credit and make future adjustments to these ratings to the extent

warranted The ratings are not recommendation to buy sell or hold our

securities may be changed superseded or withdrawn at any time and should

be evaluated independently of any other rating

We maintain $750.0 million revolving credit facility under Credit

Agreement Revolving Credit Agreement dated September 202007 with Bank

of America NA BOA as administrative agent and the lenders evoiving

Credit Lenders and other agents party thereto The RevoMng Credit Agreement

is senior unsecured debt obligation of the Company and contains customary

representations affirmative and negative covenants including limitations on

liens and subsidiary debt and maximum consolidated lease adjusted total

debt to total capitalization ratio of 0.75 to 1.00 and events of defauft usual for

credit facilities of this type As of May 302010 we were in compliance with all

covenants under the RevoMng Credit Agreement

The Revolving Credit Agreement matures on September 202012 and

the proceeds may be used for commercial paper back-up working capital and

capital expenditures the refinancing
of certain indebtedness as well as general

corporate purposes The RevoMng Credit Agreement also contains sub-limit

of $150.0 million for the issuance of letters of credit The borrowings and letters

of credit obtained under the Revolving Credit Agreement may be denominated

in U.S Dollars Euro Steding Yen Canadian Dollars and each other currency

approved by the Revolving Credit Lenders The Company may elect to increase

the commitments under the RevoMng Credit Agreement by up to $250.0 million

to an aggregate amount of up to $1.00 billion subject to the Company obtain

ing commitments from new and existing lenders for the additional amounts

Loans under the Revolving Credit Agreement bear interest at rate of

LIBOR plus margin determined by reference to ratings-based pricing grid

or the base rate which is defined as the higher of the BOA prime rate and the

Federal Funds rate plus 0.500 percent Assuming BBB equivalent credit

rating level the applicable margin under the Revolving Credit Agreement

will be 0.350 percent We may also request that loans under the Revolving

Credit Agreement be made at interest rates offered by one or more of the

Revolving Credit Lenders which may vary from the LIBOR or base rate for

up to $100.0 million of borrowings.The Revolving CreditAgreement requires

that we pay facility fee on the total amount of the facility ranging from

0.070 percent to 0.175 percent based on our credit ratings and in the

event that the outstanding amounts under the Revolving Credit Agreement

exceed 50 percent of the aggregate commitments under the Revolving Credit

Agreement utilization fee on the total amount outstanding under the
facility

ranging from 0.050 percent to 0.150 percent based on our credit ratings

As of May 30 2010 we had no outstanding balances under the Revolving

CreditAgreement As of May 30 2010 $58.4 million of letters of credit were

outstanding which are backed by this facility

In September 2008 Lehman Brothers Holdings Inc Lehman Brothers

and certain of its subsidiaries filed for bankruptcy protection subsidiary of

Lehman Brothers was one of the Revolving Credit Lenders under our Revolving

Credit Agreement with commitment of $50.0 million and defaulted on

its obligation to fund our request for borrowings under the Revolving Credit

Agreement Accordingly our ability to borrow under the Revolving Credit

Agreement effectively was reduced by the amount of Lehman Brothers
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commitment In April 2010 however Lehmans commitment was assigned to

another then-existing Revolving Credit Lender so the aggregate commitments

available under our facility have been restored to $750.0 million After consid

eration of borrowings currently outstanding and letters of credit backed by the

Revolving CreditAgreement as of May 302010 we had $691.6 million of

credit available under the Revolving Credit Agreement

On October 112007 we issued $350.0 million of unsecured 5.625

percent senior notes due October 2012 $500.0 million of unsecured 6.200

percent senior notes due October 2017 and $300.0 million of unsecured

6.800 percent senior notes due October 2037 collectively the New Senior

Notes under registration statement filed with the Securities and Exchange

Commission SEC on October 2007 Discount and issuance costs which

were $4.3 million and $11 .7 million respectively are being amortized over

the terms of the New Senior Notes using the straight-line method the results

of which approximate the effective interest method The interest rate payable

on each series of the New Senior Notes is subject to adjustment from time

to time if the debt rating assigned to the series of the New Senior Notes is

downgraded below certain rating level or subsequently upgraded The

maximum adjustment is 2.000 percent above the initial interest rate and

the interest rate cannot be reduced below the initial interest rate As of May

302010 no adjustments to these interest rates had been made We may

redeem any series of the New Senior Notes at any time in whole or from

time to time in part at the principal amount plus make-whole premium

If we experience change of control triggering event we may be required to

purchase the New Senior Notes from the holders

We also have $150.0 million of unsecured 4.875 percent senior notes

due in August 2010 and $75.0 million of unsecured 7.450 percent medium-

term notes due in April 2011 included in current liabilities as current portion

of long-term debt which we plan to repay from combination of cash on

hand borrowing from our revolving credit facility and through the issuance

of unsecured debt securities in fiscal 2011

All of our long-term debt currently outstanding is expected to be repaid

entirely at maturity with interest being paid semi-annually over the life of the

debt The aggregate maturities of long-term debt for each of the five fiscal

years subsequent to May 30 2010 and thereafter are $225.0 million in fiscal

2011 $0.0 million in fiscal 2012 $350.0 million in fiscal 2013 $0.0 million

in fiscal 2014 $0.0 million in fiscal 201 Sand $1.06 billion thereafter

Dudng the first quarter of fiscal 2010 we entered into interest rate swap

agreements with $375.0 million of notional value to limit the risk of changes in

fair value of our $1S0.0 million senior notes due August 2010 $75.0 million

medium-term notes due April 2011 and portion of the $350 million senior

notes due October 2012 attributable to changes in the benchmark interest

rate between now and maturity of the related debt The swap agreements

effectively swap the fixed rate obligations for floating rate obligations thereby

mitigating changes in fair value of the related debt prior to maturity The swap

agreements were designated as fair value hedges of the related debt and met

the requirements to be accounted for under the short-cut method resulting

in no ineffectiveness in the hedging relationship Gains and losses on the

interest rate swap agreements used to hedge the fair value of the related debt

are recognized in earnings as are the losses and gains associated with the

changes in fair value of the related debt During fiscal 2010 $3.4 million was

recognized as reduction to interest expense

During the fourth quarter of fiscal 2008 and the first
quarter

of fiscal 2009

we entered into treasury-lock derivative instruments with $10.0 million of

notional value to hedge portion of the risk of changes in the benchmark

interest rate associated with the expected issuance of long-term debt to

refinance our $1 50.0 million senior notes due August 2010 and our $75.0

million medium-term notes due April 2011 as changes in the benchmark

interest rate will cause variability in our forecasted interest payments These

derivative instruments are designated as cash flow hedges and to the extent

they are effective in offsetting the variability of the hedged cash flows changes

in the derivatives fair value are not included in current earnings but are

included in accumulated other comprehensive income loss These changes

in fair value will subsequently be reclassified into earnings as component

of interest expense as interest is incurred on the forecasted debt issuance

Ineffectiveness measured in the hedging relationship is recorded currently in

earnings in the period it occurs The fair value of these outstanding treasury-

lock derivative instruments was net loss of $10 million at May 302010 and

is included net of tax of $6.5 million in accumulated other comprehensive

income loss

During the second quarter of fiscal 2008 we entered into treasury-lock

derivative instruments with $550.0 million of notional value to hedge portion

of the risk of changes in the benchmark interest rate prior to the issuance

of the New Senior Notes as changes in the benchmark interest rate would

cause variability in our forecasted interest payments These instruments were

all settled at the issuance of the New Senior Notes for cumulative gain of

$6.2 million These instruments were designated as effective cash flow hedges

therefore the gain was recorded in accumulated other comprehensive income

loss and is reclassified into earnings as an adjustment to interest expense

as interest on the New Senior Notes or similar debt is incurred Gains of $0.8

million and $0.8 million were recognized in earnings during fiscal 2010 and

2009 respectively as an adjustment to interest expense

We currently do not have any provisions in our interest rate swap

treasury-lock or other derivative agreements that would require either

counterparty to hold or post collateral in the event that the market value of

the related derivative instrument exceeds certain limit

At May 30 2010 our long-term debt consisted principally of

$360.0 million of unsecured 5.625 percent senior notes due in

October 2012

$100.0 million of unsecured 7.125 percent debentures due in

February 2016

$500.0 million of unsecured 6.200 percent senior notes due in

October 2017

$150.0 million of unsecured 6.000 percent senior notes due in

August 2035

$300.0 million of unsecured 6.800 percent senior notes due in

October 2037 and

An unsecured variable rate $9.8 million commercial bank loan due

in December 2018 that is used to support loan from us to the

Employee Stock Ownership Plan portion of the Darden Savings Plan

Through our shelf
registration

statement on file with the SEC depending

on conditions prevailing in the public capital markets we may issue unsecured

debt securities from time to time in one or more series which may consist of

notes debentures or other evidences of indebtedness in one or more offerings

We may from time to time repurchase our outstanding debt in privately

negotiated transactions Such repurchases if any will depend on prevailing

market conditions our liquidity requirements and other factors
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summary of our contractual
obligations and commercial commitments at May 30 2010 is as follows in millions

Payments Due by Period

LessThan 1-3 3-5 Moreman

contractual Obligations Total Year Years Years Years

Long-term debt $2759.3 323.2 5188 $139.2 $1778.1

Operating leases 756.4 126.6 218.8 160.1 250.9

Purchase obligations2 560.2 514.4 45.8

Capital lease obligations 105.1 5.1 10.5 10.9 78.6

Benefitobligations14 215.2 28.4 34.1 42.5 110.2

Unrecognized income tax benefits 36.4 0.3 33.9 2.2

Total contractual obligations $4432.6 998.0 861.9 $3549 $2217.8

Amount ot Commitment Expiration per
Period

Other Commercial Total Less Than 1-3 3-5 More Than

Commitments Committed Year Years Years Years

Standby lettersof credit36 $117.3 117.3

Guarantees 9.0 1.6 2.7 2.4 2.3

Total commercial commitments $126.3 118.9 2.7 $2.4 2.3

Includes interestpaymentsassociated with existing long-term debt including the current portion Variable-rate interest payments associated with the ESOP loan were estimated based on an average

interest rate of percent Excludes issuance discount of $4.9 million

Includes commitments for food and beverage items and supplies capital projects and other miscellaneous commitments

Includes total imputed interest of $46.2 million over the life of the capital lease obligations

Includes expected contributions associated with our defined benefit plans and payments associated with our postreti rement benefit plan and our non-qualified deferred compensation plan through

fiscal 2020

Includes interest on unrecognized income tar benefits of $6.1 million

$58.4 million of which are backed by our RevoMng Credit

Agreement letters of credit for$l.4 million of lease payments included in the contractual
operating lease obligation payments noted above and other letters of credit totaling $18.6 million

Consists
solely of guarantees associated with leased properties that have been assigned to third parties We are not aware of

any non-performance under these
arrangements that would result in our

having to perform in accordance with the terms of the
guarantees
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Net cash flows used in investing activities from continuing operations were

$428.7 million $562.4 million and $1.62 billion in fiscal 20102009 and

2008 respectively Net cash flows used in investing activities from continuing

operations included capital expenditures incurred principally for building new

restaurants our new restaurant support center facility replacing equipment and

technology initiatives Capital expenditures related to continuing operations

were $432.1 million in fiscal 2010 compared to $535.3 million in fiscal 2009

and $429.2 million in fiscal 2008 The decreased expenditures in fiscal 2010

resulted primarily from decreased spending associated with our new restaurant

support center facility which was completed in the second quarter of fiscal

2010 and the replacement of restaurant assets Excluding the $1.20 billion

in net cash used to acquire RARE in fiscal 2008 cash flows used in investing

activities increased in fiscal 2009 primarily due to an increase in new restau

rant activity and construction of our new restaurant support center facility We

estimate that our fiscal 2011 capital expenditures will be approximately $475

million to $525 million

May30 May31 Net cash flows used in provided by financing activities from continuing

operations were $290.0 million $204.8 million and $805.5 million in fiscal

2010 2009 and 2008 respectively Cash flows used in financing activities

150.0
for fiscal 2010 exceeded the cash flows used in financing activities for fiscal

4136 6379
2009 due primarily to the repayment of short-term debt in fiscal 2010 as

____________________________________
589 600

compared to short-term borrowings during fiscal 2009 partially
offset by

$1 6975 $1 8479
reduction in shares repurchased in fiscal 2010 For fiscal 2010 net cash flows

18940 6060
used in financing activities included our repurchase of 2.0 million shares of

$3591 $34539
our common stock for $85.1 million compared to 5.1 million shares of our

___________________________________________________________ common stock for $144.9 million in fiscal 2009 and 5.0 million shares of

our common stock for $159.4 million in fiscal 2008 During fiscal 2008 we

completed the offering of $1.15 billion of New Senior Notes resulting in net

proceeds of $1 .13 billion which were used to repay borrowings under an

_______________________________________________________________
interim credit agreement which funded the acquisition of RARE Proceeds

received from the Revolving Credit Agreement were used to partially
fund the

___________________________________________________________ acquisition of RARE and to repay the $125.0 million 2.5 percent convertible

___________________________________________________________
notes assumed from RARE As of May 30 2010 our Board of Directors had

authorized us to repurchase up to 162.4 million shares of our common stock

and total of 154.1 million shares had been repurchased under the authorization

The repurchased common stock is reflected as reduction of stockholders

equity As of May 30 2010 our unused authorization was 8.3 million shares

We received proceeds primarily from the issuance of common stock upon the

exercise of stock options of $66.3 million $57.5 million and $66.8 million in

fiscal 2010 2009 and 2008 respectively Net cash flows used in financing

activities also included dividends paid to stockholders of $140.0 million

$110.2 million and $100.9 million in fiscal 2010 2009 and 2008 respec

tively The increase in dividend payments reflects the increase in our annual

dividend rate from $0.72 per share in fiscal 2008 to $0.80 per share in fiscal

2009 and to $1.00 per share in fiscal 2010 In June 2010 the Board of

Directors approved an increase in the quarterly dividend to $0.32 per share

which indicates an annual dividend of $1 .28 per share in fiscal 2011

Our defined benefit and other postretirement benefit costs and liabilities

are determined using various actuarial assumptions and methodologies

prescribed under FASB ASC Topic 715 Compensation Retirement Benefits

and Topic 712 Compensation Nonretirement Postemployment Benefits

We use certain assumptions including but not limited to the selection of

discount rate expected long-term rate of return on plan assets and expected

health care cost trend rates We set the discount rate assumption annually for

Our fixed-charge coverage ratio which measures the number of times

each year that we earn enough to cover our fixed charges amounted to 4.7

times and 4.2 times on continuing operations basis for the fiscal years ended

May 302010 and May 312009 respectively Our adjusted debt to adjusted

total capital ratio which includes 6.25 times the total annual minimum rent of

$120.8 million and $114.1 million for the fiscal years ended May 302010 and

May 312009 respectively as components of adjusted debt and adjusted total

capital was 57 percent and 62 percent at May 30 2010 and May31 2009

respectively We include the lease-debt equivalent and contractual guarantees

in our adjusted debt to adjusted total capital ratio reported to shareholders as

we believe its inclusion better represents the optimal capital structure that we

target
from period to period and because it is consistent with the calculation of

the covenant under our Revolving Credit Agreement

Based on these ratios we believe our financial condition is strong The

composition of our capital structure is shown in the following table

ln millions except ratic.e

Capital Structure

Short-term debt

Current portion long-term debt

Long-term debt excluding unamortized discounts

Capital lease obligabons

Total debt

Stockholders equity

Total capital

Calculation of Adjusted Capital

Total debt $1697.5 $1847.9

Lease-debt equivalent 755.0 713.1

Guarantees 9.0 8.8

Adjusted debt $2461.5 $2569.8

Stockholders equity 1894.0 1606.0

Adjusted total capital $4355.5 $4175.8

Capital Structure Ratios

Debt to total capital ratio 47% 54%

Adjusted debt to adjusted total capital ratio 57% 62%

Net cash flows provided by operating activities from continuing operations

were $903.4 million $783.5 million and $766.8 million in fiscal 2010 2009

and 2008 respectively Net cash flows provided by operating activities include

net earnings from continuing operations of $407.0 million $371.8 million and

$369.5 million in fiscal 2010 2009 and 2008 respectively Net cash flows

provided by operating activities from continuing operations increased in fiscal

2010 primarily due to the impact of the timing of inventory purchases and

overall product demand lower costs and higher net earnings Net cash flows

provided by operating activities also reflect income tax payments of $94.8

million $64.4 million and $119.7 million in fiscal 2010 2009 and 2008

respectively The lower tax payments in fiscal 2009 as compared with tax

payments in fiscal 2010 and 2008 primarily relates to the recognition of tax

benef its related to the timing of deductions for fixed asset related expenditures

in addition to the application of the overpayment of income taxes in prior years

to fiscal 2009 tax liabilities
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each plan at its valuation date to reflect the yield of high quality fixed-income

debt instruments with lives that approximate the maturity of the plan benefits

At May 30 2010 our discount rate was 5.9 percent and 6.0 percent respec

tively for our defined benefit and postretirement benefit plans The expected

long-term rate of return on plan assets and health care cost trend rates are

based upon several factors including our historical assumptions compared

with actual results an analysis of current market conditions asset allocations

and the views of leading financial advisers and economists Our assumed

expected long-term rate of return on plan assets for our defined benefit plan

was 9.0 percent for each of the fiscal years reported At May 30 2010 the

expected health care cost trend rate assumed for our postretirement benefit

plan for fiscal 2011 was 8.0 percent The rate gradually decreases to 5.0

percent through fiscal 2021 and remains at that level thereafter We made

contributions of approximately $0.4 million $0.5 million and $0.5 million in

fiscal years 20102009 and 2008 respectively to our defined benefit pension

plan to maintain its targeted funded status as of each annual valuation date

Prior to fiscal 2009 our measurement date for our defined benefit and other

postretirement benefit costs and liabilities was as of our third fiscal quarter

As of May31 2009 we adopted the measurement date provisions of FASB

ASC Topic 715 which requires that benefit plan assets and liabilities are

measured as of the end of the benefit plan sponsors fiscal year As result

of the change in measurement date in accordance with the provisions of

FASB ASC Topic 715 we recognized $0.6 million after tax charge to the

beginning balance of our fiscal 2009 retained earnings

The expected long-term rate of return on plan assets component of our

net periodic benefit cost is calculated based on the market-related value

of plan assets Our target asset fund allocation is 35 percent U.S equities

30 percent high-quality long-duration fixed-income securities 15 percent

international equities 10 percent real assets and 10 percent private equities

We monitor our actual asset fund allocation to ensure that it approximates

our target allocation and believe that our long-term asset fund allocation will

continue to approximate our target allocation In developing our expected rate

of return assumption we have evaluated the actual historical performance

and long-term return projections of the plan assets which give consideration

to the asset mix and the anticipated timing of the pension plan outflows We

employ total return investment approach whereby mix of equity and fixed

income investments are used to maximize the long-term return of plan assets

for what we consider prudent level of risk Our historical 10-year 15-year

and 20-year rates of return on plan assets calculated using the geometric

method average of returns are approximately 5.8 percent 8.8 percent and

9.4 percent respectively as of May 30 2010

We have recognized net actuarial losses net of tax as component of

accumulated other comprehensive income loss for the defined benefit plans

and postretirement benefit plan as of May 30 2010 of $55.3 million and

$11.2 million respectively These net actuarial losses represent changes in

the amount of the projected benefit
obligation and plan assets resulting from

differences in the assumptions used and actual experience The amortization

of the net actuarial loss component of our fiscal 2011 net periodic benefit

cost for the defined benefit plans and postretirement benefit plan is expected

to be approximately $4.5 million and $1 .3 million respectively

We believe our defined benefit and postretirement benefit plan assumptions

are appropriate based upon the factors discussed above However other

assumptions could also be reasonably applied that could differ from the

assumptions used quarter-percentage point change in the defined benefit

plans discount rate and the expected long-term rate of return on plan assets

would increase or decrease earnings before income taxes by $1.4 million and

$0.5 million respectively quarter-percentage point change in our post-

retirement benefit plan discount rate would increase or decrease earnings

before income taxes by $0.2 million one-percentage point increase in the

health care cost trend rates would increase the accumulated postretirement

benefit obligation APBO by $8.3 million at May 302010 and the aggregate

of the service cost and interest cost components of net periodic postretirernent

benefit cost by $0.5 million for fiscal 2010 one-percentage point decrease

in the health care cost trend rates would decrease the APBO by $6.5 million

at May 30 2010 and the aggregate of the service cost and interest cost

components of net periodic postretirement benefit cost by $0.4 million for

fiscal 2010 These changes in assumptions would not significantly impact

our funding requirements

We are not aware of any trends or events that would materially affect our

capital requirements or liquidity We believe that our internal cash-generating

capabilities the potential issuance of unsecured debt securities under our shelf

leg
istration statement and short-term commercial paper should be sufficient

to finance our capital expenditures debt maturities stock repurchase program

and other operating activities through fiscal 2011

OFF-BALANCE SHEET ARRANGEMENTS

We are not party to any off-balance sheet arrangements that have or are

reasonably likely to have current or future material effect on our financial

condition changes in financial condition sales or expenses results of opera

tions liquidity capital expenditures or capital resources

FINANCIAL CONDITION

Our total current assets were $678.5 million at May 30 2010 compared

with $554.8 million at May 312009 The increase resulted primarily from an

increase in cash and cash equivalents to fund the repayment of debt due in

August 2010 an increase in receivables net due to the timing of distribution

tenant allowances and an increase in the receivable portion of the fair value

interest swap as result of favorable interest movements offset by decrease

in inventory levels due to the timing of inventory purchases decrease in

prepaid income taxes due to prior year overpayments and decrease in

current deferred income tax assets based on current period activity of taxable

timing differences

Our total current liabilities were $1 .25 billion at May 302010 compared

with $1 .10 billion at May 312009 The increase in current liabilities resulted

primarily from the reclassification of long-term debt maturing within the next

year market driven changes in fair value related to our non-qualified deferred

compensation plans an increase in unearned revenues associated with gift cards

and an increase in accrued bonuses offset by the repayment of short-term debt

QUANTITATIVE AND QUALITATIVE

DISCLOSURES ABOUT MARKET RISK

We are exposed to variety of market risks including fluctuations in interest

rates foreign currency exchange rates compensation and commodity prices

To manage this exposure we periodically enter into interest rate and
foreign

currency exchange instruments equity forwards and commodity instruments

for other than trading purposes see Notes and 10 of the Notes to

Consolidated Financial Statements included elsewhere in this report and

incorporated herein by reference
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We use the variance/covariance method to measure value at risk over

time horizons ranging from one week to one year at the 95 percent confidence

level At May 30 2010 our potential losses in future net earnings resulting

from changes in foreign currency exchange rate instruments commodity

instruments equity forwards and floating rate debt interest rate exposures

were approximately $32.8 million over period of one year including the

impact of the interest rate swap agreements discussed in Note 10 of the Notes

to Consolidated Financial Statements included elsewhere in this report The

value at risk from an increase in the fair value of all of our long-term fixed rate

debt over period of one year was approximately $129.4 million The fair value

of our long-term fixed rate debt dung fiscal 2010 averaged $1.62 billion with

high of $1.73 billion and low of $1.48 billion Our interest rate risk manage

ment objective is to limit the impact of interest rate changes on earnings and

cash flows by targeting an appropriate mix of variable and fixed rate debt

APPLICATION OF NEW ACCOUN11NG STANDARDS

We have included reference to previously issued accounting guidance as it

was originally issued with reference to the ASC Topic or Subtopic where the

respective guidance has been codified within the FASB ASC

In September 2006 the FASB issued SFAS No.157 Fair Value

Measurements which has been codified into the Fair Value Measurements

and Disclosures Topic Topic 820 of the FASB ASC Topic 820 defines fair value

establishes framework for measuring fair value and enhances disclosures

about fair value measures required under other accounting pronouncements

but does not change existing guidance as to whether or not an instrument is

carried at fair value For financial assets and liabilities Topic 820 is effecfive for

fiscal years beginning after November 152007 which required us to adopt

these provisions in fiscal 2009 For nonfinancial assets and liabilities Topic 820

is effective for fiscal years beginning after November 152008 which required

us to adopt these provisions in fiscal 2010 The adoption of Topic 820 did not

have significant impact on our consolidated financial statements

In December 2007 the FASB issued SFAS No 141 Business

Combinations which has been codified into the Business Combinations

Topic Topic 805 of the FASB ASC Topic 805 provides companies with

principles and requirements on how an acquirer recognizes and measures in

its financial statements the identifiable assets acquired liabilities assumed

and any noncontrolling interest in the acquiree as well as the recognition and

measurement of goodwill acquired in business combination Topic 850

also requires certain disclosures to enable users of the financial statements

to evaluate the nature and financial effects of the business combination

Acquisition costs associated with the business combination will generally be

expensed as incurred The provisions
in Topic 805 are effective for business

combinations occurring in fiscal years beginning after December15 2008

which required us to adopt these provisions for business combinations

occurring in fiscal 2010 and thereafter This guidance was adopted at the

beginning of fiscal 2010 and will be implemented for any future business

combinations The adoption did not have significant impact on our

consolidated financial statements

In June 2008 the FASB issued FASB Staff Position FSP EITF 03-6-1

Determining Whether Instruments Granted in Share-Based Payment

Transactions Are Participating Securities which has been codified into the

Earnings Per Share Topic of the FASB ASC within Subtopic 260-10 Subtopic

260-10 provides that unvested share-based payment awards that contain

nonforfeitable rights to dividends or dividend equivalents whether paid or

unpaid are participating securities and shall be included in the computation

of earnings per share pursuant to the two-class method.The two-class

method is an earnings allocation method for computing earnings per share

when an entitys capital structure includes either two or more classes of

common stock or common stock and participating securities It determines

earnings per share based on dividends declared on common stock and

participating securities i.e distributed earnings and participation rights

of participating securities in any undistributed earnings This guidance is

effective for fiscal years beginning after December 15 2008 which required

us to adopt these provisions in fiscal 2010 The adoption of this guidance did

not have significant impact on our consolidated financial statements

In December 2008 the FASB issued FSP 132R-i Employers

Disclosures about Postretirement Benefit Plan Assets which expands the

disclosure requirements about fair value measurements of plan assets for

pension plans postretirement medical plans and other funded postretirement

plans This guidance has been incorporated into the Compensation-Retirement

Benefits Topic of the FASB ASC Topic 715 and is effective for fiscal years

ending after December 152009 which required us to adopt these provisions

during the fourth quarter of fiscal 2010 The additional disclosures are included

in Note 17 of the notes to the consolidated financial statements included

elsewhere in this report and incorporated herein by reference

In April 2009 the FASB issued FSP SFAS No 107-i and Accounting

Principles Board APB Opinion No.28-i Interim Disclosures about Fair Value

of Financial Instruments which amends SFAS No 107 Disclosures about

Fair Value of Financial Instruments and APB Opinion No.28 Interim Financial

Reporting to require disclosures about the fair value of instruments for interim

reporting periods This FSP has been codified into the Financial Instruments

Topic of the FASB ASC within Subtopic 825-i This guidance is effective for

interim reporting periods ending after June 152009 which required us to

adopt these provisions during the first quarter of fiscal 2010

In May 2009 the FASB issued SFAS No 165 Subsequent Events which

has been incorporated into the Subsequent EventsTopic of the FASBASC

within Subtopic 855-i Subtopic 855-i establishes general standards

of accounting for and disclosing events that occur after the balance sheet

date but before financial statements are issued or are available to be issued

This guidance is effective for interim and annual periods ending after

June 15 2009 which required that we adopt these provisions in the first

fiscal quarter of 2Oi In February 2010 the FASB issued ASU 2010-09

Subsequent Events Topic 855 Amendments to Certain Recognition and

Disclosure Requirements This update removes the definition of public

entity from the ASC and amends disclosure requirements by only requiring

those entities that do not file or furnish financial statements with the SEC to

disclose the date through which subsequent events have been evaluated

In July 2009 the FASB issued SFAS No 168 FASBAccounting Standards

Codification as the single source of authoritative nongovernmental U.S

GAAP As result all existing accounting standard documents have been

superseded All other accounting literature not included in the ASC will be

considered non-authoritative The ASC did not change GAAP but instead

combined all authoritative guidance into comprehensive topically organized

structure Upon adoption of the ASC this statement is now codified in FASB

ASC Topic 105 Generally Accepted Accounting Principles This statement

is effective for interim and annual periods ending after September15 2009

which required us to adopt this statement during the second fiscal quarter of

2010 The adoption of this Statement did not impact the consolidated financial

34 DARDEN RESTAURANTS INC 12010 ANNUAL REPONT



Managements Discussion and Analysis

of Financial Condition and Results of Operations

Darden

statements but does require that all references to authoritative accounting

literature be referenced in accordance with the FASB ASC

In January 2010 the FASB issued Accounting Standards Update ASU
2010-06 Fair Value Measurements and Disclosures Topic 820 Improving

Disclosures about Fair Value Measurements which required additional

disclosure of
significant transfers in and out of instruments categorized as

Level and in the Fair Value hierarchy This update also clarified existing

disclosure requirements by defining the level of disaggregation of instruments

into classes as well as additional disclosure around the valuation techniques and

inputs used to measure fair value This update is effective for interim and annual

reporting periods beginning after December 152009 which required us to

adopt this update during the fourth quarter of 2010 The additional disclosures

are included in Note 11 of the notes to the consolidated financial statements

included elsewhere in this report and incorporated herein by reference

FORWARD-LOOKING STATEMENTS

Statements set forth in or incorporated into this report regarding the expected

net increase in the number of our restaurants U.S same-restaurant sales

total sales growth diluted net earnings per share growth and capital expenditures

in fiscal 2011 and all other statements that are not historical facts including

without limitation statements with respect to the financial condition results

of operations plans objectives future performance and business of Darden

Restaurants Inc and its subsidiaries that are preceded by followed by or

that include words such as maywill expect intend anticipate

continue estimate project believe plan or similar expressions

are forward-looking statements within the meaning of the Private Securities

Litigation Reform Act of 1995 and are included along with this statement for

purposes of complying with the safe harbor provisions of that Act Any forward-

looking statements speak only as of the date on which such statements are

made and we undertake no obligation to update such statements for any

reason to reflect events or circumstances arising after such date By their

nature forward-looking statements involve risks and uncertainties that could

cause actual results to differ materially from those set forth in or implied by

such forward-looking statements In addition to the risks and uncertainties of

ordinary business obligations and those described in information incorporated

into this report the forward-looking statements contained in this report are

subject to the risks and uncertainties described in Part Item Risk Factors

in our Annual Report on Form 10-K for the year ended May 30 2010 which

are summarized as follows

Food safety and food-borne illness concerns throughout the supply chain

Litigation including allegations of
illegal unfair or inconsistent

employment practices by employees guests suppliers shareholders

or others regardless of whether the allegations made against us are

valid or we are ultimately found liable

Unfavorable publicity or failure to respond effectively to adverse

publicity relating to food safety or other concerns that could harm

our reputation

Federal state and local
regulation of our business including laws and

regulations relating to food safety minimum wage and other labor issues

including unionization health care reform menu labeling building and

zoning requirements zoning land use and environmental laws including

climate change regulations and liquor laws

Labor and insurance costs including increased labor costs as result

of federal and state-mandated increases in minimum wage rates

and increased insurance costs as result of increases in our current

insurance premiums

material information technology failure inadequacy interruption or

breach of security

The health concerns arising from food-related pandemics outbreaks

of flu viruses or other diseases

The
intensely competitive nature of the restaurant industry especially

pricing service location personnel and type and quality of food

Factors impacting our ability to drive sufficient profitable sales growth

through brand relevance operating excellence opening new restaurants

and developing or acquiring new dining brands including lower-than-

expected sales of newly-opened restaurants and acquisition risks

The impact of the substantial indebtedness we incurred in connection

with the acquisition of RARE

Our plans to expand newer brands like Bahama Breeze and Seasons 52

that have not yet proven their long-term viability may not be successful

and could require us to make substantial further investments in these

brands and result in losses and impairments

lack of suitable new restaurant locations or decline in the quality

of the locations of our current restaurants

Higher-than-anticipated costs to open close relocate or

remodel restaurants

Increased advertising and marketing costs

failure to develop and recruit effective leaders or the loss of

key personnel

The price and
availability of key food products ingredients and

utilities used by our restaurants and failure to achieve economies

of scale in purchasing

The impact of shortages or interruptions in the delivery of food and

other products from third party vendors and suppliers

The impact of volatility in the market value of derivatives we use to

hedge commodity prices

Economic and business factors specific to the restaurant industry

and other general macroeconomic factors including unemployment

energy prices and interest rates severe weather conditions including

hurricanes and public safety conditions including actual or threatened

armed conflicts or terrorist attacks

The impact of disruptions in the financial markets including the
availability

and cost of credit and an increase in pension plan expenses

The negative effect of possible impairment in the
carrying value of

our goodwill or other
intangible assets and

failure of our internal control over financial reporting

Any of the risks described above or elsewhere in this report or our other

filings with the SEC could have material impact on our business financial

condition or results of operations It is not possible to predict or identity all

risk factors Additional risks and uncertainties not presently known to us

or that we currently believe to be immaterial may also impair our business

operations Therefore the above is not intended to be complete discussion

of all
potential risks or uncertainties
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REPORT OF MANAGEMENTS

RESPONSIBILITIES

The management of Darden Restaurants Inc is responsible for the fairness

and accuracy of the consolidated financial statements The consolidated

financial statements have been prepared in accordance with U.S generally

accepted accounting principles using managements best estimates and

judgments where appropriate The financial information throughout this

report is consistent with our consolidated financial statements

Management has established system of internal controls that

provides reasonable assurance that assets are adequately safeguarded and

transactions are recorded accurately in all material respects in accordance

with managements authorization We maintain strong audit program

that independently evaluates the adequacy and effectiveness of internal

controls Our internal controls provide for appropriate segregation of duties

and responsibilities
and there are documented policies regarding utilization

of our assets and proper financial reporting These formally stated and

regularly
communicated policies set high standards of ethical conduct for all

employees

The Audit Committee of the Board of Directors meets at least quarterly

to determine that management internal auditors and the independent regis

tered public accounting firm are properly discharging their duties regarding

internal control and financial reporting The independent registered public

accounting firm internal auditors and employees have full and free access to

the Audit Committee at any time

KPMG LLP an independent registered public accounting firm is retained

to audit our consolidated financial statements and the effectiveness of our

internal control over financial reporting Their reports
follow

MANAGEMENTS REPORT ON INTERNAL

CONTROL OVER FINANCIAL REPORTING

Management is responsible for establishing and maintaining adequate

internal control over financial reporting as defined in Rule 3a-1 5t1 under

the Securities Exchange Act of 1934 as amended The Companys internal

control over financial reporting is designed to provide reasonable assurance

to the Companys management and Board of Directors regarding the

preparation and fair presentation of published financial statements

Because of its inherent limitations internal control over financial

reporting may not prevent or detect misstatements Also projections of

any evaluation of effectiveness to future periods are subject to the risk that

controls may become inadequate because of changes in conditions or that

the degree of compliance with the policies or procedures may deteriorate

Management assessed the effectiveness of the Companys

internal control over financial
reporting as of May 302010 In making this

assessment management used the criteria set forth by the Committee of

Sponsoring Organizations of the Treadway Commission COSO in Internal

Control-Integrated Framework Management has concluded that as of

May 30 2010 the Companys internal control over financial reporting was

effective based on these criteria

The Companys independent registered public accounting firm KPMG

LLP has issued an audit report on the effectiveness of our internal control

over financial reporting which follows

Clarence Otis Jr

Chairman of the Board and Chief ecutive Officer
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The Board of Directors and Stockholders

Darden Restaurants Inc

We have audited Darden Restaurants Inc.s internal control over financial

reporting as of May 30 2010 based on criteria established in Internal

ControlIntegrated Frameworkissued by the Committee of Sponsoring

Organizations of the Treaciway Commission COSO Darden Restaurants

Inc.s management is responsible for maintaining effective internal control

over financial
reporting and for its assessment of the effectiveness of internal

control over financial reporting included in the accompanying Managements

Report on Internal Control Over Financial Reporting Our responsibility is to

express an opinion on the Companys internal control over financial reporting

based on our audit

We conducted our audit in accordance with the standards of the Public

Company Accounting Oversight Board United States Those standards require

that we plan and perform the audit to obtain reasonable assurance about

whether effective internal control over financial reporting was maintained in all

material respects Our audit included obtaining an understanding of internal

control over financial reporting assessing the risk that rnatenal weakness

exists and testing and evaluating the design and operating effectiveness of

intemal control based on the assessed risk Our audit also included performing

such other procedures as we considered necessary in the circumstances We

believe that our audit provides reasonable basis for our opinion

companys internal control over financial reporting is process designed

to provide reasonable assurance regarding the reliability of financial reporting

and the preparation of financial statements for external purposes in accordance

with generally accepted accounting principles companys internal control

over financial reporting includes those policies and procedures that pertain

to the maintenance of records that in reasonable detail accurately and

fairly reflect the transactions and dispositions of the assets of the company

provide reasonable assurance that transactions are recorded as necessary

to permit preparation of financial statements in accordance with generally

accepted accounting principles and that receipts and expenditures of the

company are being made only in accordance with authorizations of manage

ment and directors of the company and provide reasonable assurance

regarding prevention or timely detection of unauthorized acquisition use or

disposition of the companys assets that could have material effect on the

financial statements

Because of its inherent limitations internal control over financial

reporting may not prevent or detect misstatements Also projections of

any evaluation of effectiveness to future periods are subject to the risk that

controls may become inadequate because of changes in conditions or that

the degree of compliance with the policies or procedures may deteriorate

In our opinion Darden Restaurants Inc maintained in all material

respects effective internal control over financial reporting as of May 30

2010 based on criteria established in Internal Control Integrated

Framework issued by the Committee of Sponsoring Organizations of the

Treadway Commission

We also have audited in accordance with the standards of the Public

Company Accounting Oversight Board United States the consolidated balance

sheets of Darden Restaurants Inc as of May 30 2010 and May31 2009

and the related consolidated statements of earnings changes in stockholders

equity and accumulated other comprehensive income oss and cash flows for

each of the years in the three-year period ended May 302010 and our report

dated July 232010 expressed an unqualitied opinion on those consolidated

financial statements

LCP

Orlando Florida

July 232010

Certified Public Accountants
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The Board of Directors and Stockholders

Darden Restaurants Inc

We have audited the accompanying consolidated balance sheets of Darden

Restaurants Inc and subsidiaries as of May 30 2010 and May 312009

and the related consolidated statements of earnings changes in stockholders

equity and accumulated other comprehensive income loss and cash flows

for each of the years in the three-year period ended May 30 2010 These

consolidated financial statements are the responsibility
of the Companys

management Our responsibility is to express an opinion on these consolidated

financial statements based on our audits

We conducted our audits in accordance with the standards of the Public

Company Accounting Oversight Board United States Those standards require

that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free of material misstatement An audit

includes examining on test basis evidence supporting the amounts and

disclosures in the financial statements An audit also includes assessing the

accounting principles used and significant estimates made by management

as well as evaluating the overall financial statement presentation We believe

that our audits provide reasonable basis for our opinion

In our opinion the consolidated financial statements referred to above

present fairly in all material respects the financial position of Darden

Restaurants Inc and subsidiaries as of May 302010 and May 312009

and the results of their operations and their cash flows for each of the years in

the three-year period ended May 302010 in conformity with U.S generally

accepted accounting principles

We have also audited in accordance with the standards of the Public

Company Accounting Oversight Board United States Darden Restaurants

Inc.s internal control over financial reporting as of May 302010 based on

criteria established in Internal Control Integrated Framework issued by

the Committee of Sponsoring Organizations of the Treadway Commission

COSO and our report dated July 23 2010 expressed an unqualified

opinion on the effectiveness of Darden Restaurants Inc.s internal control

over financial reporting

LCP

Orlando Florida

July 23 2010

Certified Public Accountants
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Consolidated Statements of Earnings

Darden

Fiscal Year Ended

May30 May31 May25

in rn//lions except per share data 2010 2009 2008

Sales $1113.1 $7217.5 $6626.5

Costs and expenses

Cost of sales

Food and beverage 2051.2 22003 1996.2

Restaurant labor 2350.6 2308.2 2124.7

Restaurantexpenses 1082.2 1128.4 1017.8

Total cost of sales excluding restaurant depreciation

and amortization of $283.4 $267.1 and $230.0 respectively $5484.0 $5636.9 $5138.7

Selling general and administrative 684.5 665.6 641.7

Depreciation and amortization 300.9 283.1 245.7

Interest net 93.9 107.4 85.7

Asset impairment net 6.2 12.0

Total costs and expenses $6569.5 $6705.0 $6111.8

Eamingsbeforeincometaxes 543.6 512.5 514.7

Income taxes 136.6 140.7 145.2

Earningsfromcontinuingoperaflons 407.0 371.8 369.5

Losses earnings from discontinued operations net of tax

benefit expense of $1 .5 $0.2 and $3.0 respectively 2.5 0.4 7.7

Net earnings 404.5 372.2 377.2

Basic net earnings per share

Eamingsfromcontinuingoperations 2.92 2.71 2.63

Losses earnings from discontinued operations 0.02 0.06

Net earnings 2.90 2.71 2.69

Diluted net earnings per share

Earnings from continuing operations 2.86 2.65 2.55

Losses earnings from discontinued operations 0.02 0.05

Net
earnings 2.84 2.65 2.60

Average number of common shares outstanding

Basic 139.3 137.4 140.4

Diluted 142.4 140.4 145.1

See accompanying notes to consolidated financial statements
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Consolidated Balance Sheets

Darden

May30 May31

inrnhllions 30t0 2009

Current assets

Cash and cash equivalents 248.8 62.9

Receivables net 532 37.1

Inventories 220.8 247.0

Prepaidincometaxes 15 532

Prepaid expenses and other current assets 52.4 44.2

Deferred incometaxes 101.8 1104

Total currentassets 678.5 5548

Land buildings and equipment net 3403.7 3306.7

Goodwill 517.3 518.7

Trademarks 454.0 454.4

Otherassets 193.9 1906

Total assets 5247.4 5025.2

Uabilities and Stockholders Equity

Current liabilities

Accounts payable 248.4 237.0

Short-term debt 150.0

Accrued payroll
161.8 138.3

Accrued income taxes 1.0

Other accrued taxes 62.0 60.2

Unearned revenues 167.2 138.3

Current portion long-term debt 225.0

Other current liabilities 391.2 372.3

Total current liabilities 1254.6 $1096.1

Long-term debt less current portion 1408.7 1632.3

Deferred income taxes 268.6 297.0

Deterred rent 170.1 154.6

Obligations under capital leases net of current installments 57.6 58.9

Other liabilities 193.8 180.3

Total liabilities 3353.4 $3419.2

Stockholders equity

Common stock and surplus no par value Authorized 500.0 shares

issued 285.2 and 282.9 shares respectively outstanding
140.6 and 139.3 shares respectively 2297.9 $2183.1

Preferred stock no par
value Authorized 25.0 shares none issued and outstanding

Retained eamings 2621.9 2357.4

Treasury stock 144.6 and 143.6 shares at cost respectively 2943.5 2864.2

Accumulated other comprehensive income loss 71.1 57.2

Unearned compensation 112 13.0

Officer notes receivable 01
Total stockholders equity 1894.0 $1606.0

Total liabilities and stockholders equity 5247.4 5025.2

See accompanying notes to consolidated financial statements
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Consolidated Statements of Changes in Stockholders Equity and

Accumulated Other Comprehensive Income Loss

Darden

Common Accumuivted

Stock Other Officer Total

and Retained Treasury Comprehensive Unearned Notes Stockflciders

in millions except pershare data Surphis Earnings Stock Income Loss Compensation Receivable Equity

Balances at May 27 2007 $1904.3 $1820.4 $2576.5 $32.8 820.6 $O.3 $1094.5

Comprehensive income

Net earnings 377.2 377.2

Other comprehensive income Qoss

Foreign currency adjustment 3.3 33

Change in fair value of derivatives

netof taxof $2.6 0.7 0.7

Benefitplansnetoftaxof$5.0 8.1 8.1

Total comprehenalve income 389.3

Adjustment related to adoption of FIN 48

netoftaxot $0.4 0.7 0.7

Cashdlvldendsdeclared$O.72pershare 100.9 100.9

Stockoption exercises 3.3 shares 53.6 7.9 61.5

Stock-based compensation 46.6 46.6

Stock-basedawardsincludedincostofRAREacquisition 40.5 40.5

ESOP note receivable repayments
3.6 3.6

lncometaxbenefitscredltedtoequity 23.5 23.5

Purchasesofcommonstockfortreasury5.Oshares 159.4 159.4

Issuance of treasury stock under Employee

StockPurchasePlanandotherplansO.2shares 6.4 4.0 10.4

Repayment of officer notes 02 0.2

Balances at May 25 2008 $2074.9 $2096.0 82724.0 820.7 817.0 $01 $1409.1

Comprehensive income

Net earnings 372.2 372.2

Other comprehensive income loss

Foreign currency adjustment 2.7 2.7

Change in fair value of marketable securities

netof taxof $0.2 0.3 0.3

Change in fair value of derivatives

netoftaxof$2.9 2.8 2.8

Net unamortized gain loss arising during period

including amortization of unrecognized net

actuariallossnetoftaxes$19.1 30.7 30.7

Total comprehensive
Income 3357

Adjustment related to adoption of measurement date

provisionsofSFASNo.158netoftaxof$O.3 0.6 0.6

Cashdividendsdeclared$O.Bopershare 110.2 110.2

Stock option exercises 3.3 shares 48.1 2.7 50.8

Stock-based compensation 32.6 32.6

ESOP note receivable repayments
4.0 4.0

lncometaxberiefitscreditedtoequity 22.2 22.2

Purchasesofcommonstockfortreasury5.1 shares 144.9 144.9

Issuance of treasury stock under Employee

StockPurchasePlanandotherplansO.3shares 5.3 2.0 7.3

BalancesatMay3l2009 $2183.1 $2357.4 82864.2 857.2 813.0 80.1 $1606.0

Comprehensive income

Net earnings 404.5 404.5

Other comprehensive income Qoss

Foreign currency adjustment
1.5 1.5

Change in fair value of marketable securities

netoftaxof $0.0

Change In fair value of derivatives

netoftaxof$2.5

Net unamortized gain loss arising during period

including amortization of unrecognized net

actuariallossnetoftaxes$9.5 15.4 15.4

Total comprehensive income 390.6

Cash dividends declared $1.00 per share 140.0 140.0

Stock option exercises 2.9 shares 55.0 4.3 59.3

Stock-based compensation 33.6 33.6

ESOP note receivable repayments 1.8 1.8

Income tax benefIts credited to equity 20.1 20.1

Purchases of common stock for treasury 2.0 shares 85.1 85.1

Issuance of treasury stock under Employee

Stock Purchase Plan and other plans 0.3 shares 6.1 1.5 7.6

Repayment of officer notes 0.1 0.1

BalancesatMay3o2010 $2297.9 $2621.9 $2943.5 $71.1 $11.2 $0.0 $1894.0

See accompanillng notes to consolidated financial statements
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Consolidated Statements of Cash Flows

Darden

Fcal Year Ended

May30 May31 May25

inmillkxis 2010 2009 2008

Cash flows operating activities

Net earnings 404.5 $3722 377.2

Losses earnings from discontinued operations net of tax benefit 2.5 0.4 7.7

Adjustments to reconcile net earnings from continuing operations to cash flows

Depreciation and amortization 300.9 283.1 245.7

Asset impairment charges net 6.2 12.0

Amortization of loan costs 3.3 3.3 2.3

Stock-based compensation expense 53.5 41.5 48.9

Change in current assets and liabilities 153.3 69.4 53.7

Contribution to postretirement plan 0.6 1.2 1.2

Loss on disposal
of land buildings and equipment 0.3 1.1 2.2

Change in cash surrender value of trust-owned life insurance 7.7 17.1 4.6

Deferred income taxes 102 89.5 31.1

Change in deferred rent 15.4 16.1 12.8

Change in other liabilities 23.4 11.3 17.0

Income tax benefits from exercise of stock-based compensation credited to goodwill 1.4 0.9 8.0

Other net 4.0 6.4 6.2

Net cash provided by operating activities of continuing operations 903.4 783.5 766.8

Cash flows investing activities

Purchases of land buildings
and equipment 432.1 535.3 429.2

Proceeds from disposal of land buildings and equipment 12.5 4.6 5.9

Purchases of marketable secuthies 15.5 42.0

Proceeds from sale of marketable securities 12.8 13.9 8.2

Cash used in business combination net of cash acquired 1198.1
Increase in other assets 6.4 3.6 25

Net cash used in investing activities of continuing operations $428.7 $562.4 $1 615.7

Cash flows financing activities

Proceeds from issuance of common stock 66.3 57.5 66.8

Income tax benefits credited to equity 20.1 22.2 23.5

Dividends paid 140.0 110.2 100.9

Purchases of
treasury stock 85.1 144.9 159.4

ESOP note receivable repayments 1.8 3.9 3.6

Proceeds from Interim Credit Agreement 1150.0

Repayment of Interim Credit Agreement 1150.0

Repayment of short-term debt net 150.0 28.4 33.0

Proceeds from issuance of long-term debt 1150.0

Payments of debt issuance costs 16.0

Repayment of long-term debt 1.8 3.9 3.6

Repayment of acquired convertible notes 125.0

Principal payments on capital leases 1.3 1.0 0.5

Net cash used in provided by financing activities of continuing operations $290.O $204.8 805.5

Cash flows discontinued operations

Net cash used in operating activities of discontinued operations 1.4 1.1 32.6

Net cash provided by investing activities of discontinued operations 2.6 4.5 89.0

Net cash provided by discontinued operations 1.2 3.4 56.4

Increase in cash and cash equivalents 185.9 19.7 13.0

Cash and cash equivalents beginning of
year 62.9 43.2 30.2

Cash and cash equivalents end of year 248.8 62.9 43.2

Cash flows from changes in current assets and liabilities

Receivables 16.1 32.4 1.5

Inventories 26.2 30.2 9.5

Prepaid expenses and other current assets 6.8 0.5 2.6

Accounts payable 27.6 25.2 38.6

Accrued payroll 23.6 8.8

Prepaid/accrued income taxes 52.7 55.9 30.6

Other accrued taxes 1.8 4.9 2.1

Unearned revenues 28.7 16.3 2.8

Other current liabilities 15.6 11.6 35.4

Change in current assets and liabilities 153.3 69.4 53.7

See accompanying notes to consolidated financial statements
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Notes to Consolidated Financial Statements

Darden

NOTE

SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES

OPERATIONS AND PRINCIPLES OF CONSOLIDATION

The accompanying consolidated financial statements include the operations

of Darden Restaurants Inc and its wholly owned subsidiaries Darden the

Company we us or our We own and operate the Red Lobster Olive

Garden LongHorn Steakhouse The Capital Grille Bahama Breeze and

Seasons 52 restaurant brands located in the United States and Canada

Through subsidiaries we own and operate all of our restaurants in the United

States and Canada except three Those three restaurants are located in

Central Florida and are owned by joint ventures managed by us The joint

ventures pay management fees to us and we control the joint ventures use

of our service marks None of our restaurants in the United States or Canada

are franchised As of May 30 2010 we franchised five Longl-lorn Steakhouse

restaurants in Puerto Rico to an unaffiliated franchisee and 25 Red Lobster

restaurants in Japan to an unaffiliated Japanese corporation under area

development and franchise agreements All significant inter-company

balances and transactions have been eliminated in consolidation

BASIS OF PRESENTATION

During the second quarter of fiscal 2008 we completed the acquisition of

RARE Hospitality Intemational Inc RARE for $1.27 billion in total purchase

price RARE owned two principal restaurant brands LongHorn Steakhouse

and The Capital Grille of which 288 and 29 locations respectively were in

operation as of the date of acquisition The acquisition was completed on

October 12007 and the acquired operations are included in our consolidated

financial statements from the date of acquisition

During fiscal 2007 and 2008 we closed or sold all Smokey Bones

Barbeque Grill Smokey Bones and Rocky River Grillhouse restaurants and

we closed nine Bahama Breeze restaurants These restaurants and their

related activities have been classified as discontinued operations Therefore

for fiscal 20102009 and 2008 all impairment losses and disposal costs

gains and losses on disposition along with the sales costs and expenses

and income taxes attributable to these restaurants have been aggregated

in single caption entitled Losses earnings from discontinued operations

net of tax benefit expense on the accompanying consolidated statements

of eamings

During fiscal 2010 we sold Hemenways Seafood Grille Oyster Bar

and The Old Grist Mill Tavern to third parties
for $0.8 million and $1.2 million

respectively and recognized loss of $0.1 million and gain of $0.4 million

respectively

Unless otherwise noted amounts and disclosures throughout these

notes to consolidated financial statements relate to our continuing operations

FISCAL YEAR

We operate on 52/53 week fiscal year which ends on the last Sunday in

May Fiscal 2010 and 2008 consisted of 52 weeks of operation while fiscal

2009 consisted of 53 weeks of operation

USE OF ESTIMATES

We prepare our consolidated financial statements in conformity with U.S

generally accepted accounting principles The preparation of these financial

statements requires us to make estimates and assumptions that affect the

reported amounts of assets and liabilities and disclosure of contingent assets

and liabilities at the date of the financial statements and the reported amounts

of sales and expenses during the reporting period.Actual results could differ

from those estimates

CASH EQUIVALENTS

Cash equivalents include highly liquid investments such as U.S treasury bills

taxable municipal bonds and money market funds that have an original maturity

of three months or less Amounts receivable from credit card companies are

also considered cash equivalents because they are both short-term and

highly liquid in nature and are typically converted to cash within three days of

the sales transaction

ACCOUNTS RECEIVABLE

Accounts receivable net of the allowance for doubtful accounts represents

their estimated net realizable value Provisions for doubtful accounts are

recorded based on historical collection experience and the age of the

receivables Accounts receivable are written off when they are deemed

uncollectible See Note Receivables Net for additional information

INVENTORIES

Inventories consist of food and beverages and are valued at the lower of

weighted-average cost or market

MARKETABLE SECURITIES

Available-for-sale securities are carried at fair value Classification of

marketable securities as current or noncurrent is dependent upon man

agements intended holding period the securitys maturity date or both

Unrealized gains and losses net of tax on available-for-sale securities

are carried in accumulated other comprehensive income loss within the

consolidated financial statements and are reclassified into earnings when

the securities mature or are sold

LAND BUILDINGS AND EQUIPMENT NET

Land buildings and equipment are recorded at cost less accumulated

depreciation Building components are depreciated over estimated useful lives

ranging from seven to 40 years using the straight-line method Leasehold

improvements which are reflected on our consolidated balance sheets as

component of buildings in land buildings and equipment net are amortized

over the lesser of the expected lease term including cancelable option periods

or the estimated useful lives of the related assets using the straight-line method

Equipment is depreciated over estimated useful lives ranging from two to ten

years also using the straight-line method Depreciation and amortization

expense from continuing operations associated with buildings and equipment

amounted to $293.2 million $273.2 million and $235.5 million in fiscal 2010

2009 and 2008 respectively In fiscal 20102009 and 2008 we had losses

on disposal of land buildings and equipment of $0.3 million $1.1 million and

$2.2 million respectively which were included in selling general and admin

istrative expenses in our accompanying consolidated statements of earnings

See Note 5Land Buildings and Equipment Net for additional information
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Notes to Consolidated Financial Statements

Darden

CAPITALIZED SOFTWARE COSTS AND

OTHER DEFINITE-LIVED INTANGIBLES

Capitalized software which is component of other assets is recorded at

cost less accumulated amortization Capitalized software is amortized using

the straight-line method over estimated useful lives ranging from three to ten

years The cost of capitalized software as of May 302010 and May31 2009

amounted to $72.9 million and $65.5 million respectively Accumulated

amortization as of May 30 2010 and May31 2009 amounted to $49.3

million and $42.8 million respectively Amortization expense associated with

capitalized software amounted to $7.3 million $8.4 million and $7.6 million

in fiscal 20102009 and 2008 respectively and is included in depreciation

and amortization in our accompanying consolidated statements of earnings

We also have definite-lived intangible assets related to the value of

above- and below-market leases which were acquired as part of the RARE

acquisition As of May 302010 and May31 2009 we had $18.9 million

net of accumulated amortization of $6.4 million and $21.5 million net of

accumulated amortization of $3.8 million respectively
of below-market leases

which are included in other assets on our consolidated balance sheets As of

May 302010 and May31 2009 we had $7.1 million net of accumulated

amortization of $1.3 million and $7.6 million net of accumulated amortization

of $0.8 million respectively of above-market leases which are included in

other liabilities on our consolidated balance sheets As of May 30 2010 and

May 312009 we had other definite-lived intangibles of $5.5 million net of

accumulated amortization of $5.1 million and $5.8 million net of accumulated

amortization of $4.8 million respectively which are included in other assets in

our consolidated balance sheet Definite-lived intangibles are amortized on

straight-line basis over estimated useful lives of one to 20 years Amortization

expense related to below-market leases for fiscal 20102009 and 2008 was

$2.6 million $2.3 million and $1 .5 million respectively and is included in

restaurant expenses as component of rent expense on our consolidated

statements of earnings Amortization related to above-market leases for

fiscal 2010 2009 and 2008 was $0.5 million $0.5 million and $0.4 million

respectively and is included in restaurant expenses as component of rent

expense on our consolidated statements of earnings Amortization of other

amortizable intangibles was $0.4 million $1.5 million and $2.6 million in fiscal

2010 2009 and 2008 respectively and is included in depreciation and

amortization expenses in our consolidated statements of earnings Amortization

of capitalized software and other definite-lived intangible assets will be

approximately $10.7 million annually for fiscal 2011 through 2015

TRUST-OWNED LIFE INSURANCE

We have trust that purchased life insurance policies covering certain of our

officers and other key employees trust-owned life insurance or TOLl The

trust is the owner and sole beneficiary of the TOLl policies The policies were

purchased to offset portion of our obligations under our non-qualified

deferred compensation plan The cash surrender value for each policy is

included in other assets while changes in cash surrender values are included

in selling general and administrative expenses

LIQUOR LICENSES

The costs of obtaining non-transferable liquor licenses that are directly issued

by local government agencies for nominal fees are expensed as Incurred The

costs of purchasing transferable liquor licenses through open markets in

jurisdictions with limited number of authorized liquor licenses are capitalized

as indefinite-lived intangible assets and included in other assets Annual

liquor license renewal fees are expensed over the renewal term

GOODWILL AND OTHER INTANGIBLES

We review our goodwill and other indefinite-lived intangible assets primarily

our trademarks for impairment annually as of the first day of our fourth fiscal

quarter or more frequently if indicators of impairment exist Goodwill and other

indefinite-lived intangible assets not subject to amortization have been

assigned to reporting units for purposes of impairment testing The reporting

units are our restaurant brands At May 30 2010 and May 312009 we had

goodwill of $517.3 million and $518.7 million respectively and trademarks

of $454.0 million and $454.4 million respectively Of the carrying value of

our goodwill at May 30 2010 $402.2 million and $49.9 million respectively

was allocated to The Capital Grille and LongHorn Steakhouse At May31 2009

$402.8 million and $50.7 million respectively was allocated to The Capital

Grille and LongHorn Steakhouse Of the carrying value of our trademarks

$307.0 million and $147.0 million was allocated to LongHorn Steakhouse

and The Capital Grille respectively at May 30 2010 and May 312009

significant amount of judgment is involved in determining if an indicator

of impairment has occurred Such indicators may include among others

significant decline in our expected future cash flows sustained significant

decline in our stock price and market capitalization significant adverse

change in legal factors or in the business climate unanticipated competition

the
testing

for
recoverability of significant asset group within reporting unit

and slower growth rates Any adverse change in these factors could have

significant impact on the recoverability of these assets and could have

material impact on our consolidated financial statements

The goodwill impairment test involves two-step process The first step

is comparison of each reporting units fair value to its carrying value We

estimate fair value using the best information available including market

information and discounted cash flow projections also referred to as the

income approach The income approach uses reporting units projection

of estimated operating results and cash flows that is discounted using

weighted-average cost of capital that reflects current market conditions

The projection uses managements best estimates of economic and market

conditions over the projected period including growth rates in sales costs and

number of units estimates of future expected changes in operating margins

and cash expenditures Other
significant

estimates and assumptions include

terminal value growth rates future estimates of capital expenditures and

changes in future working capital requirements We validate our estimates

of fair value under the income approach by comparing the values to fair

value estimates using market approach market approach estimates

fair value by applying cash flow and sales multiples to the reporting units

operating performance The multiples are derived from comparable publicly

traded companies with similar operating and investment characteristics of

the reporting units
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Notes to Consolidated Financial Statements

Darden

If the fair value of the reporting unit is higher than its carrying value

goodwill is deemed not to be impaired and no further testing is required If

the carrying value of the reporting unit is higher than its fair value there is an

indication that impairment may exist and the second step must be performed

to measure the amount of impairment loss The amount of impairment is

determined by comparing the implied fair value of reporting unit goodwill

to the carrying value of the goodwill in the same manner as if the reporting

unit was being acquired in business combination Specifically fair value

is allocated to all of the assets and liabilities of the reporting unit including

any unrecognized intangible assets in hypothetical analysis that would

calculate the implied fair value of goodwill If the implied fair value of

goodwill is less than the recorded goodwill we would record an impairment

loss for the difference

Consistent with our accounting policy for goodwill and other indefinite-

lived intangibles we performed the annual impairment test of goodwill and

other indefinite-lived intangible assets as of the first day of our fourth fiscal

quarter As of the beginning of our fourth fiscal quarter we had six
reporting

units Red Lobster Olive Garden LongHorn Steakhouse The Capital Grille

Bahama Breeze and Seasons 52 Two of these reporting units LongHorn

Steakhouse and The Capital Grille have significant amount of goodwill As

part of our process for performing the step one impairment test of goodwill

we estimated the fair value of our reporting units utilizing the income approach

described above to derive an enterprise value of the Company We reconciled

the enterprise value to our overall estimated market capitalization.The estimated

market capitalization considers recent trends in our market capitalization

and an expected control premium based on comparable recent and historical

transactions Based on the results of the step one impairment test no impairment

of goodwill was indicated

The fair value of other indefinite-lived
intangible assets primarily trademarks

are estimated and compared to the carrying value We estimate the fair value

of these intangible assets using the relief-from-royalty method which requires

assumptions related to projected sales from our annual long-range plan

assumed royalty rates that could be payable if we did not own the trademarks

and discount rate We recognize an impairment loss when the estimated

fair value of the indefinite-lived intangible asset is less than its carrying value

We completed our impairment test of our indefinite-lived intangibles and

concluded as of the date of the test there was no impairment of the trademarks

for LongHom Steakhouse and The Capital Grille

We determined that there was no goodwill or indefinite-lived intangible

asset impairment as of the first day of our fourth fiscal quarter and no additional

indicators of impairment were identified through the end of our fourth fiscal

quarter that would require us to test further for impairment However declines

in our market capitalization reflected in our stock price as well as in the market

capitalization of others in the restaurant industry declines in sales at our

restaurants and significant adverse changes in the operating environment

for the restaurant industry may result in future impairment

Changes in circumstances existing at the measurement date or at other

times in the future or in the numerous estimates associated with managements

judgments and assumptions made in assessing the fair value of our goodwill

could result in an impairment loss of
portion or all of our goodwill or other

indefinite-lived intangible assets If we recorded an impairment loss our

financial position and results of operations would be adversely affected and our

leverage ratio for purposes of our credit agreement would increase leverage

ratio exceeding the maximum permitted under our credit agreement would be

default under our credit agreement At May 302010 write down of goodwill

other indefinite-lived intangible assets or any other assets in excess of

approximately $1 .07 billion on an after-tax basis would have been required

to cause our leverage ratio to exceed the permitted maximum As our leverage

ratio is determined on quarterly basis and due to the seasonal nature of our

business lesser amount of impairment in future quarters could cause our

leverage ratio to exceed the permitted maximum

We evaluate the useful lives of our intangible assets primarily intangible

assets associated with the RARE acquisition to determine if they are definite

or indefinite-lived.A determination on useful life
requires significant judgments

and assumptions regarding the future effects of obsolescence demand

competition other economic factors such as the stability of the industry

legislative action that results in an uncertain or changing regulatory environment

and expected changes in distribution channels the level of required mainte

nance expenditures and the expected lives of other related groups of assets

IMPAIRMENT OR DISPOSAL OF LONG-LIVED ASSETS

Land buildings and equipment and certain other assets including definite-lived

intangible assets are reviewed for impairment whenever events or changes

in circumstances indicate that the carrying amount of an asset may not be

recoverable Recoverability of assets to be held and used is measured by

comparison of the carrying amount of the assets to the future undiscounted

net cash flows expected to be generated by the assets Identifiable cash flows

are measured at the lowest level for which they are largely independent of the

cash flows of other groups of assets and liabilities generally at the restaurant

level If such assets are determined to be impaired the impairment recognized

is measured by the amount by which the carrying amount of the assets exceeds

their fair value Fair value is generally determined based on appraisals or sales

prices
of comparable assets Restaurant sites and certain other assets to be

disposed of are reported at the lower of their carrying amount or fair value

less estimated costs to sell Restaurant sites and certain other assets to be

disposed of are included in assets held for disposal within prepaid expenses

and other current assets in our consolidated balance sheets when certain

criteria are met These criteria include the requirement that the likelihood of

disposing of these assets within one year is probable Assets not meeting the

held for sale criteria remain in land buildings and equipment until their

disposal is probable within one year

We account for exit or disposal activities including restaurant closures

in accordance with FASB ASC Topic 420 Exit or Disposal Cost Obligations

Such costs include the cost of disposing of the assets as well as other facility-

related expenses from previously
closed restaurants These costs are generally

expensed as incurred Additionally at the date we cease using property

under an operating lease we record liability for the net present value of any

remaining lease obligations net of estimated sublease income Any subsequent

adjustments to that liability as result of lease termination or changes in

estimates of sublease income are recorded in the period incurred Upon

disposal of the assets primarily land associated with closed restaurant any

gain or loss is recorded in the same caption within our consolidated statements

of earnings as the original impairment
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INSURANCE ACCRUALS

Through the use of insurance program deductibles and self-insurance we

retain significant portion of expected losses under our workers compen

sation employee medical and general liability programs However we
carry

insurance for individual workers compensation and general liability claims

that exceed $0.5 million and $0.25 million respectively Accrued liabilities

have been recorded based on our estimates of the anticipated ultimate costs

to settle all claims both reported and not yet reported

REVENUE RECOGNITION

Sales as presented in our consolidated statements of earnings represents

food and beverage product sold and is presented net of discounts coupons

employee meals and complimentary meals and gift cards Revenue from

restaurant sales is recognized when food and beverage products are sold

Revenues from the sales of franchises are recognized as income when

substantially all of our material obligations under the franchise agreement

have been performed Continuing royalties which are percentage of net

sales of franchised restaurants are accrued as income when earned Sales

taxes collected from customers and remitted to governmental authorities

are presented on net basis within sales on our consolidated statements

of earnings

UNEARNED REVENUES

Unearned revenues represent our liability for gift cards that have been sold

but not yet redeemed We recognize sales from our gift cards when the gift

card is redeemed by the customer Although there are no expiration dates or

dormancy fees for our gift cards based on our historical gift card redemption

patterns we can reasonably estimate the amount of
gift

cards for which

redemption is remote which is referred to as breakage We recognize

breakage within sales for unused gift card amounts in
proportion

to actual
gift

card redemptions which is also referred to as the redemption recognition

method The estimated value of gift cards expected to go unused is recognized

over the expected period of redemption as the remaining gift card values are

redeemed Utilizing this method we estimate both the amount of breakage

and the time period of redemption If actual redemption patterns vary from

our estimates actual gift card breakage income may differ from the amounts

recorded We update our estimate of our breakage rate periodically and apply

that rate to gift card redemptions

FOOD AND BEVERAGE COSTS

Food and beverage costs include inventory warehousing related purchasing

and distribution costs and gains and losses on certain commodity derivative

contracts Vendor allowances received in connection with the purchase of

vendors products are recognized as reduction of the related food and

beverage costs as earned Advance payments are made by the vendors

based on estimates of volume to be purchased from the vendors and the

terms of the agreement As we make purchases from the vendors each

period we recognize the pro rata portion of allowances earned as reduction

of food and beverage costs for that period Differences between estimated and

actual purchases are settled in accordance with the terms of the agreements

Vendor agreements are generally for period of one year or more and pay

ments received are initially recorded as long-term liabilities Amounts which

are expected to be earned within one year are recorded as current liabilities

INCOME TAXES

We provide for federal and state income taxes currently payable as well as for

those deferred because of temporary differences between reporting income

and expenses for financial statement purposes versus tax purposes Federal

income tax credits are recorded as reduction of income taxes Deferred

tax assets and liabilities are recognized for the future tax consequences

attributable to differences between the financial statement carrying amounts

of existing assets and liabilities and their respective tax bases Deferred tax

assets and liabilities are measured using enacted tax rates expected to apply to

taxable income in the years in which those temporary differences are expected

to be recovered or settled The effect on deferred tax assets and liabilities of

change in tax rates is recognized in earnings in the period that includes the

enactment date Interest recognized in accordance with reserves for uncertain

tax positions is included in interest net in our consolidated statements of

earnings corresponding liability for accrued interest is included as com

ponent of other current liabilities in our consolidated balance sheets Penalties

when incurred are recognized in selling general and administrative expenses

ASC Topic 740 Income Taxes requires that position taken or expected

to be taken in tax return be recognized or derecognized in the financial

statements when it is more likely than not i.e likelihood of more than

fifty percent that the position would be sustained upon examination by tax

authorities recognized tax position is then measured at the largest amount

of benefit that is greater than fifty percent likely of being realized upon ultimate

settlement See Note 16Income Taxes for additional information

Income tax benefits credited to equity relate to tax benefits associated

with amounts that are deductible for income tax purposes but do not affect

earnings These benefits are principally generated from employee exercises

of non-qualified stock options and vesting of employee restricted stock awards

DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

We use financial and commodities derivatives to manage interest rate

compensation commodities pricing
and foreign currency exchange rate risks

inherent in our business operations Our use of derivative instruments is

currently limited to interest rate hedges equity forwards contracts commodities

futures and options contracts and foreign currency forward contracts These

instruments are generally structured as hedges of forecasted transactions of

the variability
of cash flows to be paid related to recognized asset or liability

cash flow hedges However we do at times enter into instruments designated

as fair value hedges to reduce our exposure to changes in fair value of the

related hedged item We do not enter into derivative instruments for trading or

speculative purposes where changes in the cash flows or fair value of the

derivative are not expected to offset changes in cash flows or fair value of the

hedged item However we have entered into equity forwards to economically

hedge changes in the fair value of employee investments in our non-qualified

deferred compensation plan and certain commodity futures contracts to

economically hedge changes in the value of certain inventory purchases for

which we have not applied hedge accounting All derivatives are recognized

on the balance sheet at fair value For those derivative instruments for which

we intend to elect hedge accounting on the date the derivative contract is

entered into we document all relationships between hedging instruments

and hedged items as well as our risk-management objective
and

strategy for

undertaking the various hedge transactions This process includes linking all

derivatives designated as cash flow hedges to
specific assets and liabilities
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on the consolidated balance sheet or to specific forecasted transactions We

also formally assess both at the hedges inception and on an ongoing basis

whether the derivatives used in hedging transactions are highly effective in

offsetting changes in cash flows of hedged items

Changes in the fair value of derivatives that are highly effective and are

designated and qualify as cash flow hedges are recorded in other comprehensive

income loss until earnings are affected by the variability in cash flows of the

designated hedged item Where applicable we discontinue hedge accounting

prospectively when it is determined that the derivative is no longer effective in

offsetting changes in the cash flows or fair value of the hedged item or the

derivative is terminated Any changes in the fair value of derivative where

hedge accounting has not been elected where there is ineffectiveness or

where the originally forecasted cash flows are no longer probable of occurring

are recognized immediately in earnings Cash flows related to derivatives are

included in operating activities See Note 10 Derivative Instruments and

Hedging Activities for additional information

LEASES

For operating leases we recognize rent expense on straight-line basis over

the expected lease term including cancelable option periods where failure to

exercise the options would result in an economic penalty to the Company

Differences between amounts paid and amounts expensed are recorded as

deferred rent Capital leases are recorded as an asset and an obligation at an

amount equal to the present value of the minimum lease payments during the

lease term Within the provisions of certain of our leases there are rent holidays

and escalations in payments over the base lease term as well as renewal

periods The effects of the holidays and escalations have been reflected in rent

expense on straight-line
basis over the expected lease term which includes

cancelable option periods where failure to exercise such options would result

in an economic penalty to the Company The lease term commences on the

date when we have the right to control the use of the leased property which is

typically before rent payments are due under the terms of the lease Many of

our leases have renewal periods totaling five to 20 years exercisable at our

option and require payment of property taxes insurance and maintenance

costs in addition to the rent payments The consolidated financial statements

reflect the same lease term for amortizing leasehold improvements as we use

to determine capital versus operating lease classifications and in calculating

straight-line rent expense for each restaurant Percentage rent expense is

generally based on sales levels and is accrued at the point in time we deter

mine that it is probable that such sales levels will be achieved Amortization

expense related to capital leases is included in depreciation and amortization

expense on our consolidated statements of earnings

PRE-OPENING EXPENSES

Non-capital expenditures associated with opening new restaurants are

expensed as incurred

ADVERTISING

Production costs of commercials are charged to operations in the fiscal

period the advertising is first aired The costs of programming and other

advertising promotion and marketing programs are charged to operations in

the fiscal period incurred Advertising expense related to continuing opera

tions included in selling general and administrative expenses amounted to

$311.9 million $308.3 million and $257.8 million in fiscal 2010 2009 and

2008 respectively

STOCK-BASED COMPENSATION

We recognize the cost of employee service received in exchange for awards

of equity instruments based on the grant date fair value of those awards We

utilize the Black-Scholes option pricing model to estimate the fair value of

awards We recognize compensation expense on straight-line basis over

the remaining employee service period for awards granted The weighted-

average fair value of non-qualified stock options granted during fiscal 2010

2009 and 2008 used in computing compensation expense in fiscal 2010

2009 and 2008 was $10.74 $10.52 and $14.05 respectively The dividend

yield has been estimated based upon our historical results and expectations

for changes in dividend rates The expected volatility was determined using

historical stock prices The risk-free interest rate was the rate available on

zero coupon U.S government obligations with term approximating the

expected life of each grant The expected life was estimated based on the

exercise history of previous grants taking into consideration the remaining

contractual period for outstanding awards The weighted-average assump

tions used in the Black-Scholes model to record stock-based compensation

in fiscal 20102009 and 2008 were as follows

stock Opkons

Granted in Fiscal Year

20092010 2008

Risk-free interest rate 2.96% 3.46% 4.63%

Expected volatility of stock 40.6% 34.4% 32.6%

Dividendeld 2.8% 2.1% 16%

Expected option life 6.6 years 6.4
years

6.4 years

NET EARNINGS PER SHARE

Basic net eamings per share are computed by dividing net earnings by the

weighted-average number of common shares outstanding for the
reporting

period Diluted net earnings per share reflect the potential dilution that could

occur if securities or other contracts to issue common stock were exercised

or converted into common stock Outstanding stock options restricted stock

benefits granted under our Employee Stock Purchase Plan and performance

stock units granted by us represent the only dilutive effect reflected in diluted

weighted-average shares outstanding These stock-based compensation

instruments do not impact the numerator of the diluted net earnings per

share computation
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The
following

table presents the computation of basic and diluted

earnings per common share

Fiscal Year

inrnilllonsexceptpersharedata 2010 2009 2008

Earnings from continuing operations $407.0 $371.8 $369.5

Loss earnings from discontinued operations 2.5 0.4 7.7

Net earnings $404.5 $372.2 $377.2

Average common shares outstanding Basic 139.3 137.4 140.4

Effect of dilutive stock-based compensation 3.1 3.0 4.7

Average common shares outstanding Diluted 142.4 140.4 145.1

Basic net earnings per share

Earnings from continuing operations 2.92 2.71 2.63

Loss earnings from discontinued operations 0.02 0.06

Net earnings
2.90 2.71 2.69

Diluted net earnings per
share

Earnings from continuing operations 2.86 2.65 2.55

Loss earnings from discontinued
operations 0.02 0.05

Net earnings
2.84 2.65 2.60

Restricted stock and options to purchase 3.3 million shares 8.2 million

shares and 3.2 million shares of common stock were excluded from the

calculation of diluted net earnings per share for fiscal 2010 2009 and 2008

respectively because the effect would have been anti-dilutive

COMPREHENSIVE INCOME LOSS

Comprehensive income loss includes net earnings and other comprehensive

income loss items that are excluded from net earnings under U.S generally

accepted accounting principles Other comprehensive income loss items

include foreign currency translation adjustments the effective unrealized

portion
of changes in the fair value of cash flow hedges unrealized gains and

losses on our marketable securities classified as held for sale and recognition

of the funded status and amortization of unrecognized net actuarial gains and

losses related to our pension and other postretirement plans See Note 13
Stockholders

Equity for additional information

FOREIGN CURRENCY

The Canadian dollar is the functional currency for our Canadian restaurant

operations Assets and liabilities denominated in Canadian dollars are

translated into U.S dollars using the exchange rates in effect at the balance

sheet date Results of operations are translated using the average exchange

rates prevailing throughout the period Translation gains and losses are

reported as separate component of accumulated other comprehensive

income loss in stockholders equity Aggregate cumulative translation

losses were $2.2 million and $3.7 million at May 30 2010 and May31

2009 respectively Gains and losses from foreign currency transactions

were not significant for fiscal 2010 2009 or 2008

SEGMENT REPORTING

As of May 30 2010 we operated the Red Lobster Olive Garden LongHorn

Steakhouse The Capital Grille Bahama Breeze and Seasons 52 restaurant

brands in North America as operating segments The brands operate principally

in the U.S within the full-service dining industry providing similar products to

similar customers The brands also possess similar economic characteristics

resulting in similar long-term expected financial performance characteristics

Sales from external customers are derived principally
from food and beverage

sales We do not rely on any major customers as source of sales We believe

we meet the criteria for aggregating our operating segments into single

reporting segment

APPUCATION OF NEW ACCOUNTING STANDARDS

We have included reference to previously issued accounting guidance as ft

was originally
issued with reference to the ASC Topic or Subtopic where the

respective guidance has been codified within the FASBASC

In September 2006 the FASB issued SFAS No 157 Fair Value

Measurements which has been codified into the Fair Value Measurements

and Disclosures Topic topic 820 of the FASBASCTopic 820 defines fair value

establishes framework for measuring fair value and enhances disclosures

about fair value measures required under other accounting pronouncements

but does not change existing guidance as to whether or not an instrument is

carried at fair value For financial assets and liabilities Topic 820 is effective

for fiscal years beginning after November 152007 which required us to

adopt these provisions in fiscal 2009 For nonfinancial assets and liabilities

Topic 820 is effective for fiscal years beginning after November 152008

which required us to adopt these provisions in fiscal 2010 The adoption

of these provisions of Topic 820 did not have significant impact on our

consolidated financial statements

In December 2007 the FASB issued SFAS No 141 Business

Combinations which has been codified into the Business Combinations Topic

topic 805 of the FASB ASC Topic 805 provides companies with principles

and requirements on how an acquirer recognizes and measures in its financial

statements the identifiable assets acquired liabilities assumed and any

noncontrolling
interest in the acquiree as well as the recognition and measure

ment of goodwill acquired in business combination.Topic 850 also requires

certain disclosures to enable users of the financial statements to evaluate the

nature and financial effects of the business combination Acquisition costs

associated with the business combination will generally
be expensed as incurred

The provisions in Topic 805 are effective for business combinations occurring

in fiscal years beginning after December 15 2008 which required us to

adopt these provisions for business combinations occurring in fiscal 2010

and thereafter This guidance was adopted at the beginning of fiscal 2010

and will be implemented for any future business combinations entered into

after the effective date The adoption did not have significant impact on our

consolidated financial statements

In June 2008 the FASB issued FASB Staff Position FSP EITF 03-6-1

Determining Whether Instruments Granted in Share-Based Payment

Transactions Are Participating Securities which has been codified into the

Earnings Per Share Topic of the FASB ASC within Subtopic 260-10 Subtopic

260-10 provides that unvested share-based payment awards that contain

nonforfeitable rights to dividends or dividend equivalents whether paid or

unpaid are participating securities and shall be included in the computation

of earnings per share pursuant to the two-class method The two-class method

is an earnings allocation method for computing earnings per share when an

entitys capital structure includes either two or more classes of common stock

or common stock and participating securities It determines earnings per share

based on dividends declared on common stock and
participating

securities

i.e distributed earnings and participation rights of participating securities
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in any undistributeci earnings This guidance is effective for fiscal years

beginning after December 15 2008 which required us to adopt these

provisions in fiscal 2010 The adoption of this guidance did not have

significant impact on our consolidated financial statements

In December 2008 the FASB issued FSP 32R-i Employers

Disclosures about Postretirement Benefit Plan Assets which expands the

disclosure requirements about fair value measurements of plan assets for

pension plans postretirernent medical plans and other funded postretirement

plans This guidance has been incorporated into the Compensation-Retirement

Benefits Topic of the FASB ASC Topic 715 and is effective for fiscal years

ending after December 152009 which required us to adopt these provisions

dunng the fourth quarter of fiscal 2010 The additional disclosures are included

In Note 17 Retirement Plans

In April 2009 the FASB issued FSP SFAS No 107-1 and Accounting

Principles Board APB Opinion No 28-1 Interim Disclosures about Fair

Value of Financial Instruments which amends SFAS No 107 Disclosures

about Fair Value of Financial Instruments and APB Opinion No 28 Interim

Financial Reporting to require disclosures about the fair value of instruments

for interim
reporting periods This FSP has been codified into the Financial

Instruments Topic of the FASB ASC within Subtopic 825-10 This guidance

is effective for interim reporting periods ending after June 152009 which

required us to adopt these provisions during the first quarter of fiscal 2010

In May 2009 the FASB issued SFAS No 165 Subsequent Events

which has been incorporated into the Subsequent Events Topic of the FASB

ASC within Subtopic 855-10 Subtopic 855-10 establishes general stan

dards of accounting for and disclosing events that occur after the balance

sheet date but before financial statements are issued or are available to be

issued This guidance is effective for interim and annual periods ending after

June 15 2009 which required that we adopt these provisions in the first

fiscal quarter of 2010 In February 2010 the FASB issued ASU 2010-09

Subsequent Events Topic 855 Amendments to Certain Recognition and

Disclosure Requirements This update removes the definition of public

entity from theASC and amends disclosure requirements by only requiring

those entities that do not file or fumish financial statements with the Securities

Exchange Commission to disclose the date through which subsequent events

In July 2009 the FASB issued SFAS No.168 FASB Accounting Standards

Codification as the single source of authoritative nongovernmental U.S GAAP

As resuft all existing accounting standard documents have been superseded

All other accounting literature not included in the ASC will be considered

non-authoritative The ASC did not change GAAP but instead combined all

authoritative guidance into comprehensive topically organized structure

Upon adoption of the ASC this statement is now codified in FASB ASC Topic

105 Generally Accepted Accounting Principles This statement is effective

for interim and annual periods ending after September 152009 which required

us to adopt this statement
during the second fiscal quarter of 2010 The adoption

of this Statement did not impact the consolidated financial statements but does

require that all references to authoritative accounting literature be referenced

in accordance with the FASB ASC

In January 2010 the FASB issued Accounting Standards Update ASU
2010-06 Fair Value Measurements and Disclosures Topic 820 Improving

Disclosures about Fair Value Measurements which required additional

disclosure of significant transfers in and out of instruments categorized as

Level and in the Fair Value hierarchy This update also clarified existing

disclosure requirements by defining the level of disaggregation of instruments

into classes as well as additional disclosure around the valuation techniques

and inputs used to measure fair value This update is effective for interim and

annual reporting periods beginning after December15 2009 which required

us to adopt this update during the fourth quarter of 2010 The additional

disclosures are included in Note 11 Fair Value Measurements

NOTE

DISCONTINUED OPERATIONS

During fiscal 2007 we closed nine under-performing Bahama Breeze

restaurants and announced the closure of 54 Smokey Bones and two Rocky

River Grilihouse restaurants as well as our intention to offer the remaining

73 operating Smokey Bones restaurants for sale During fiscal 2008 we

closed on the sale of the 73 operating Smokey Bones restaurants to Barbeque

Integrated Inc an affiliate of Sun Capital Partners Inc worldwide private

investment firm for $82.0 million net of selling costs of approximately

$1.8 million As result we recognized gain on the sale of $18.0 million

which is included in earnings from discontinued operations for the fiscal year

ended May 25 2008

For fiscal 2010 2009 and 2008 all gains and losses on disposition

impairment charges and disposal costs along with the sales costs and

expenses and income taxes attributable to these restaurants have been

aggregated to single caption entitled losses earnings from discontinued

operations net of tax benefit expense in our consolidated statements of

earnings for all periods presented Losses earnings from discontinued

operations net of tax benefit expense on our accompanying consolidated

statements of earnings are comprised of the following

Fiscal Year Ended

May I2O1O May 312009 May 252008in millions

Sales $120.7

Losses earnings before income taxes 4.0 0.6 10.7

Income tax benefit expense 1.5 0.2 3.0

Net fosses earnings from

discontinued operations $25 $0.4 7.7

As of May 30 2010 and May 312009 we had $11.0 million and

$14.7 million respectively of assets associated with the closed restaurants

reported as discontinued operations which are included in land buildings

and equipment net on the accompanying consolidated balance sheets

NOTE

RECEIVABLES NET

Accounts receivable is primarily comprised of amounts owed to us from

the sale of gift cards in national retail outlets and receivables from national

storage and distribution companies with which we contract to provide services

that are billed to us on per-case basis In connection with these services

certain of our inventory items are conveyed to these storage and distribution

companies to transfer ownership and risk of loss prior to delivery of the

inventory to our restaurants We reacquire these items when the inventory is

subsequently delivered to our restaurants These transactions do not impact

Darden

have been evaluated
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the consolidated statements of earnings Receivables from national retail

outlets and national storage and distribution companies amounted to $42.7

million and $34.4 million at May 302010 and May31 2009 respectively

The allowance for doubttul accounts associated with all of our receivables

amounted to $3.6 million at May 302010 and May31 2009

NOTE

ASSET IMPAIRMENT NET

During fiscal 2010 we recorded $6.2 million of tong-lived
asset impairment

charges primarily related to the write-down of assets held for disposition

based on updated valuations the permanent closure of three Red Lobsters

and three Long Horn Steakhouses and the write-down of two LongHorn

Steakhouses and one Olive Garden based on an evaluation of expected cash

flows During fiscal 2009 we recorded $12.0 million of long-lived asset

impairment charges primarily related to the write-down of assets held for

disposition the permanent closure of one LongHorn Steakhouse and the

write-down of another LongHorn Steakhouse based on an evaluation of

expected cash flows During fiscal 2008 we recorded no long-lived asset

impairment charges These costs are included in asset impairment net as

component of earnings from continuing operations in the accompanying

consolidated statements of earnings for fiscal 2010 2009 and 2008 Impair

ment charges were measured based on the amount by which the carrying

amount of these assets exceeded their fair value Fair value is generally

determined based on appraisals or sales prices of comparable assets and

estimates of future cash flows

The results of operations for all Red Lobster Olive Garden and LongHorn

Steakhouse restaurants permanently closed in fiscal 20102009 and 2008

that would otherwise have met the criteria for discontinued operations reporting

are not material to our consolidated financial position resus of operations or

cash flows and therefore have not been presented as discontinued operations

NOTE

LAND BUILDINGS AND EQUIPMENT NET

The components of land buildings and equipment net are as follows

him/ICons May3O2010 May 312009

775.2 769.1

3371.6 3078.8

1385.5 1302.8

68.6 68.6

135.6
______

209.8

5736.5 5429.1

2323.3 2116.5

Land

Buildings

Equipment

Assets under capital leases

Construction in progress

Total land buildings and equipment

Less accumulated depreciation and amortization

Less amortization associated

wits assets under capital leases

Land buildings and equipment net

9.5 5.9

3403.7 3306.7

Our restaurant support center facility houses all of our executive offices

shared service functions and brand administrative personnel On August 24

2006 we completed the sale and leaseback of our previous restaurant

support center facility for $45.2 million The transaction was completed in

anticipation of moving the restaurant support center facility to new facility

which occurred approximately three years from the date of sale As result of

the sale and subsequent leaseback of the restaurant support center facility

we recorded $15.2 million deferred gain which was recognized over the

three-year leaseback period on straight-line basis During fiscal 2010 fiscal

2009 and fiscal 2008 we recognized gains of $2.7 million $4.6 million and

$5.1 million respectively on the sale of the restaurant support center facility

which is included as reduction of selling general and administrative

expenses in our consolidated statements of earnings

NOTE

OTHER ASSETS

The components of other assets are as follows

On millions May 30 2010 May31 2009

Trust-owned life insurance 52.8 35.7

Capitalized software costs net 23.6 22.7

Liquor licenses 42.3 40.9

Acquired below-market leases net 18.9 21.5

Loan costs net 14.3 16.8

Marketable secudties 31.7 38.6

Miscellaneous 10.3 14.4

Total other assets $193.9 $190.6

NOTE

SHORT-TERM DEBT

As of May 30 2010 we had no short-term debt outstanding As of May31

2009 short-term debt consisted of $150.0 million of borrowings under the

Revolving Credit Agreement as defined in Note Long-Term Debt

Onmilllons May 302010 May31 2009

Non-qualified
deferred compensation plan $158.1 $132.1

Sales and other taxes 51.5 61.0

Insurance-related 807 75.6

Miscellaneous 50.3 63.1

Employee benefits 32.9 23.5

Accrued interest 17.7 17.0

Total other current liabilities $391.2 $372.3

Darden

NOTE

OTHER CURRENT LIABILITIES

The components of other current liabilities are as follows

50 DARDEN RESTAURANTS INC 2010 ANNUAL REPORT



Notes to Consolidated Financial Statements

Darden

NOTE

LONG-TERM DEBT

The components of long-term debt are as follows

im//I/ons May3O2010 May3l2009

4.875% senior notes due August 2010 150.0 150.0

7.450% medium-term notes due April 2011 75.0 75.0

5.625% senior notes due October 2012 350.0 350.0

7.125% debentures due February 2016 100.0 100.0

6.200% senior notes due October 2017 500.0 500.0

6.000% senior notes due August 2035 150.0 150.0

6.800% senior notes due October 2037 300.0 300.0

ESOP loan with variable rate of interest

0.65% at May 302010 due December 2018 9.8 11.6

Total long-term debt 1634.8 1636.6

Fair value hedge 3.8 1.3

Less issuance discount 4.9 5.6

Total long-term debt less issuance discount 1633.7 1632.3

Less current portion 225.0

Long-term debt excluding current portion $1408.7 $1632.3

We maintain $750.0 million revolving credit
facility under Credit

Agreement Revolving Credit Agreement dated September 202007 with

Bank of America NA BOA as administrative agent and the lenders

RevoMng Credit Lenders and other agents party thereto The Revolving Credit

Agreement is senior unsecured debt
obligation of the Company and contains

customary representations affirmative and negative covenants including

limitations on liens and subsidiary debt and maximum consolidated lease

adjusted total debt to total capitalization ratio of 0.75 to 1.00 and events of

default usual for credit facilities of this type As of May 302010 we were in

compliance with all covenants under the Revolving Credit Agreement

The Revolving Credit Agreement matures on September 20 2012 and

the proceeds may be used for commercial paper back-up working capital

and capital expenditures the refinancing of certain indebtedness as well as

general corporate purposes The Revolving Credit Agreement also contains

sub-limit of $150.0 million for the issuance of letters of credit The borrowings

and letters of credit obtained under the Revolving Credit Agreement may be

denominated in U.S Dollars Euro SterlingYen Canadian Dollars and each

other currency approved by the Revolving Credit Lenders The Company may

elect to increase the commitments under the Revolving Credit Agreement by

up to $250.0 million to an aggregate amount of up to $1.0 billion subject to

the Company obtaining commitments from new and existing lenders for the

additional amounts

Loans under the Revolving Credit Agreement bear interest at rate of

LIBOR plus margin determined by reference to ratings-based pricing grid

or the base rate which is defined as the higher of the BOA prime rate and the

Federal Funds rate plus 0.500 percent.Assuming BBB equivalent credit

rating level the applicable margin under the Revolving Credit Agreement will

be 0.350 percent We may also request that loans under the Revolving Credit

Agreement be made at interest rates offered by one or more of the Revolving

Credit Lenders which may vary from the LIBOR or base rate for up to

$100.0 million of borrowings The Revolving Credit Agreement requires

that we pay facility fee on the total amount of the facility ranging from

0.070 percent to 0.175 percent based on our credit ratings and in the event

that the outstanding amounts under the Revolving Credit Agreement exceeds

50 percent of the aggregate commitments under the Revolving Credit

Agreement utilization fee on the total amount outstanding under the

facility ranging from 0.050 percent to 0.150 percent based on our credit

ratings As of May 302010 we had no outstanding balances under the

Revolving Credit Agreement As of May30 2010 $58.4 million of letters of

credit were outstanding which are backed by this facility

In September 2008 Lehman Brothers Holdings Inc Lehman Brothers

and certain of its subsidiaries filed for bankruptcy protection subsidiary of

Lehman Brothers was one of the Revolving Credit Lenders under our Revolving

Credit Agreement with commitment of $50.0 million and defaulted on

its obligation to fund our request for borrowings under the Revolving Credit

Agreement Accordingly our ability to borrow under the Revolving Credit

Agreement effectively was reduced by the amount of Lehman Brothers

commitment In April 2010 however Lehmans commitment was assigned

to another then-existing Revolving Credit Lender so the aggregate commit

ments available under our facility have been restored to $750.0 million After

consideration of borrowings currently outstanding and letters of credit

backed by the Revolving Credit Agreement as of May 30 2010 we had

$691.6 million of credit available under the Revolving Credit Agreement

The interest rates on our $350.0 million of unsecured 5.625 percent

senior notes due October 2012 $500.0 million of unsecured 6.200 percent

senior notes due October 2017 and $300.0 million of unsecured 6.800 percent

senior notes due October 2037 collectively the New Senior Notes is subject

to adjustment from time to time if the debt rating assigned to the series of the

New Senior Notes is downgraded below certain
rating level or subsequently

upgraded The maximum adjustment is 2.000 percent above the initial interest

rate and the interest rate cannot be reduced below the initial interest rate As

of May 30 2010 no adjustments to these interest rates had been made We

may redeem any series of the New Senior Notes at any time in whole or from

time to time in part at the principal amount plus make-whole premium If

we experience change of control triggering event we may be required to

purchase the New Senior Notes from the holders

All of our long-term debt currently outstanding is expected to be repaid

entirely at maturity with interest being paid semi-annually over the life of the

debt The aggregate maturities of long-term debt for each of the five fiscal

years subsequent to May 30 2010 and thereafter are $225.0 million in

2011 $0.0 million in 2012 $350.0 million in 2013 $0.0 million in 2014

$0.0 million in 2015 and $1.06 billion thereafter

NOTE 10

DERIVATIVE INSTRUMENTS

AND HEDGING ACTIVITIES

We enter into derivative instruments for risk management purposes only

including derivatives designated as hedging instruments as required by

the Derivatives and Hedging Topic of the FASB ASC and those utilized as

economic hedges We use financial and commodities derivatives to manage

interest rate compensation and commodities pricing and foreign currency

exchange rate risks inherent in our business operations Our use of derivative

instruments is currently limited to interest rate hedges equity forwards

contracts commodities futures and options contracts and foreign currency
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forward contracts By using these instruments we expose ourselves from

time to time to credit risk and market risk Credit risk is the failure of the

counterparty to perform under the terms of the derivative contract When

the fair value of derivative contract is positive the counterparty owes us

which creates credit risk for us We minimize this credit risk by entering into

transactions with high quality counterparties We currently do not have any

provisions in our agreements with counterparties that would require either

party to hold or post collateral in the event that the market value of the related

derivative instrument exceeds certain limit As such the maximum amount

of loss due to counterparty credit risk we would incur at May 30 2010 if

counterparties to the derivative instruments failed completely to perform would

approximate the values of derivative instruments currently recognized as

assets in our consolidated balance sheet Market risk is the adverse effect on

the value of financial instrument that results from change in interest rates

commodity prices or the market price
of our common stock We minimize this

market risk by establishing and monitoring parameters that limit the types

and degree of market risk that may be undertaken See Note Summary

of Significant Accounting Policies for additional information

NATURAL GAS COMMODITY CONTRACTS

We enter into natural gas swap contracts to reduce the risk of variability in

cash flows associated with fluctuations in the price of natural gas during the

fiscal year For certain portion of our natural gas purchases changes in the

price we pay for natural gas is highly
correlated with changes in the market

price of natural gas For these natural gas purchases we designate natural

gas swap derivative contracts as cash flow hedging instruments lathe extent

these derivatives are effective in offsetting the variability of the hedged cash

flows changes in the derivatives fair value are not included in current earnings

but are included in accumulated other comprehensive income loss net of tax

These changes in fair value are subsequently reclassified into earnings as

component of restaurant expenses when the natural gas is purchased and used

by us in our operations Ineffectiveness measured in the hedging relationship

is recorded currently in earnings in the period it occurs As of May 302010

and May31 2009 we were party to natural gas swap contracts designated as

effective cash flow hedging instruments with notional values of $3.2 million and

$9.9 million respectively For the remaining portion of our natural gas purchases

changes in the price we pay for natural gas are not highly
correlated with

changes in the market price of natural gas generally
due to the timing of when

changes in the market prices are reflected in the price we pay For these

natural gas purchases we utilize natural gas swap contracts as economic

hedges All changes in the fair value of our economic hedge contracts are

recorded currently in earnings in the period in which they occur As of May 30

2010 and May 312009 we were party
to natural gas swap contracts which

were not designated as cash flow hedging instruments with notional values

of $0.6 million and $1.3 million respectively

OTHER COMMODITY CONTRACTS

We enter into other commodity futures and swaps typically
for soybean oil

milk gasoline diesel fuel and butter to reduce the risk of fluctuations in the

price we pay for these commodities which are either used directly in our

restaurants e.g class Ill milk contracts for cheese and soybean oil for

salad dressing or are components of the cost we pay for items used in our

restaurants e.g diesel fuel contracts to mitigate risk related to diesel fuel

surcharges charged by our distributors To the extent these derivatives are

effective in offsetting
the variability of the hedged cash flows and otherwise

meet the hedge accounting criteria required by the Derivatives and Hedging

Topic of the FASBASC changes in the derivatives fair value are not included

in current earnings but are included in accumulated other comprehensive

income oss net of tax These changes in fair value will subsequently be

reclassitled into earnings as component of food and beverage costs when

the product is purchased for use in our restaurants Ineffectiveness measured

in the hedging relationship is recorded currently in earnings in the period it

occurs.As of May 302010 and May 312009 we were not party to commodity

contracts designated as effective cash flow hedging instruments To the extent

the hedge accounting criteria is not met the commodity contracts are utilized

as economic hedges and changes in the fair value of these contracts are

recorded currently in earnings in the period in which they occur As of May 30

2010 and May31 2009 we were party to commodity contracts not designated

as cash flow hedging instruments with notional values of $4.2 million and

$0.3 million respectively

FOREIGN CURRENCY FORWARD CONTRACTS

We enter into foreign currency forward contracts to reduce the risk of fluctuations

in exchange rates specifically
related to forecasted transactions or payments

made in foreign currency either for commodities and items used directly in

our restaurants or for forecasted payments of services lathe extent these

derivatives are effective in offsetting the variability of the hedged cash flows

and otherwise meet the hedge accounting criteria changes in the derivatives

fair value are not included in current earnings but are included in accumulated

other comprehensive income loss net of tax These changes in fair value

will subsequently be reclassified into earnings as component of food and

beverage costs or selling general and administrative expense when the

forecasted transaction or payment is made Ineffectiveness measured in the

hedging relationship is recorded currently in earnings in the period it occurs

As of May 302010 and May 312009 we were party to commodity contracts

designated as effective cash flow hedging instruments with notional values of

$18.9 million and $4.3 million respectively

INTEREST RATE LOCKS

We entered into treasury-lock derivative instruments with $150.0 million

of notional value to hedge portion of the risk of changes in the benchmark

interest rate associated with the expected issuance of long-term debt to

refinance our $150.0 million 4.875 percent senior notes due August 2010

and our $75.0 million 7.450 percent medium-term notes due April 2011 as

changes in the benchmark interest rate will cause variability in our forecasted

interest payments These derivative instruments are designated as cash flow

hedges and to the extent they are effective in off seff ing the variability of the

hedged cash flows changes in the derivatives fair value are not included in

current earnings but are included in accumulated other comprehensive

income loss net of tax These changes in fair value will subsequently be

reclassified into earnings as component of interest expense as interest is

incurred on the forecasted debt issuance Ineffectiveness measured in the

hedging relationship is recorded currently in earnings in the period it occurs

We entered into treasury-lock derivative instruments with $550.0 million

of notional value to hedge portion
of the risk of changes in the benchmark

interest rate prior to the issuance of the New Senior Notes as changes in the
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benchmark interest rate would cause variability in our forecasted interest

payments These instruments were all settled at the issuance of the New

Senior Notes during the quarter ended August 242008 for cumulative gain

of $6.2 million These instruments were designated as effective cash flow

hedges therefore the gain was recorded in accumulated other comprehen

sive income loss and is reclassified into earnings as reduction to interest

expense as interest on the New Senior Notes or similar debt is incurred

INTEREST RATE SWAPS

During fiscal 2010 we entered into interest rate swap agreements with

$375.0 million of notional value to limit the risk of changes in fair value of our

$150.0 million 4.875 percent senior notes due August 2010 $75.0 million

7.450 percent medium-term notes due April 2011 and portion of the

$350 million 5.625 percent senior notes due October 2012 attributable to

changes in the benchmark interest rate between now and maturity of the

related debt The swap agreements effectively swap the fixed rate obligations

for
floating

rate obligations thereby mitigating changes in fair value of the

related debt prior to maturity The swap agreements were designated as fair

value hedges of the related debt and met the requirements to be accounted

for under the short-cut method resulting in no ineffectiveness in the hedging

relationship Gains and losses on the interest rate swap agreements used to

hedge the fair value of the related debt are recognized in earnings as are

the losses and gains associated with the changes in fair value of the related

debt In addition the net swap settlements that accrue each period are

reported in interest expense During the fiscal year ended May 302010

$3.4 million was recorded as reduction to interest expense related to

these net swap settlements

During fiscal 2009 we entered into interest rate swap agreements with

$225.0 million of notional value to limit the risk of changes in fair value of our

$150.0 million senior notes due August 2010 and $75.0 million medium-term

notes due April 2011 attributable to changes in the benchmark interest

rate between now and maturity of the related debt The swap agreements

effectively swap the fixed rate obligations for floating rate obligations thereby

mitigating changes in fair value of the related debt
prior to maturity The swap

agreements were designated as fair value hedges of the related debt and met

the requirements to be accounted for under the short-cut method resulting in

no ineffectiveness in the hedging relationship During fiscal 2009 we terminated

these interest rate swap agreements for gain of approximately $1.9 million

which will be recorded as reduction to interest expense over the remaining

life of the related long-term debt

During fiscal 2005 and fiscal 2004 we entered into interest rate swap

agreements to hedge the risk of changes in interest rates on the cost of

future issuance of fixed-rate debt The swaps which had $100.0 million

notional principal amount of indebtedness were used to hedge portion of

the interest payments associated with $150.0 million of unsecured 4.875

percent senior notes due in August 2010 which were issued in August 2005

The swaps were settled at the time of the related debt issuance with net

loss of $1.2 million being recognized in accumulated other comprehensive

income loss.The net loss on the swaps is being amortized into earnings as

an adjustment to interest expense over the same period in which the related

interest costs on the related debt issuance are being recognized in earnings

We also had interest rate swaps with notional amount of $200.0 million

which we used to convert variable rates on our long-term debt to fixed rates

effective May 30 1995 related to the issuance of our $150.0 million 6.375

percent notes due February 2006 and our $100.0 million 7.125 percent

debentures due February 2016 We received the one-month commercial

paper interest rate and paid fixed-rate interest ranging from 7.51 percent to

7.89 percent The swaps were settled during January 1996 at cost to us

of $27.7 million portion of the cost was recognized as an adjustment to

interest expense over the term of our 10-year 6.375 percent notes that were

settled at maturity in February 2006 The remaining portion continues to be

recognized as an adjustment to interest expense over the term of our 20-year

7.125 percent debentures due 2016

EQUITY FORWARDS

We enter into equity forward contracts to hedge the risk of changes in future

cash flows associated with the unvested unrecognized Darden stock units

The equity forward contracts will be settled at the end of the vesting periods

of their underlying Darden stock units which range between four and five

years The contracts were initially designated as cash flow hedges to the

extent the Darden stock units are unvested and therefore unrecognized as

liability in our financial statements In total the equity forward contracts are

indexed to 0.8 million shares of our common stock at varying forward rates

between $27.57 per share and $41.17 per share and can only be net settled

in cash To the extent the equity forward contracts are effective in offsetting

the variability of the hedged cash flows changes in the fair value of the equity

forward contracts are not included in current earnings but are reported as

accumulated other comprehensive income aoss As the Darden stock units

vest we will de-designate that portion of the equity forward contract that no

longer qualifies for hedge accounting and changes in fair value associated

with that portion of the equity forward contract will be recognized in current

earnings We periodically incur interest on the notional value of the contracts

and receive dividends on the underlying shares These amounts are recog

nized currently in earnings as they are incurred

We entered into equity forward contracts to hedge the risk of changes in

future cash flows associated with employee-directed investments in Darden

stock within the non-qualified deferred compensation plan The equity forward

contracts are indexed to 0.2 million shares of our common stock at forward

rates between $23.41 and $37.44 per share can only be net settled in cash

and expire between fiscal 2011 and 2013 We did not elect hedge accounting

with the expectation that changes in the fair value of the equity forward

contracts would offset changes in the fair value of the Darden stock investments

in the non-qualified deferred compensation plan within selling general and

administrative expenses in our consolidated statements of earnings
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The fair value of our derivative instruments as of May 30 2010 and May31 2009 is as follows

Balance

Derivative Assets Derivative Uabulities

in millions Location May 30 2010 May 31 2009 May30 2010 May31 2009

Derivative contracts designated as hedging instruments

Commodity contracts 0.6 $2.4

Equity forwards 0.4 0.4

Interest rate related 3.4 10.5 2.8

Foreign currency
forwards 1.1 0.8

$4.5 $1.2 $11.5 $5.2

Derivative contracts not designated as hedging instruments

Commodity contracts $0.8

Equityfoiwards
1.0 0.6

$1.0 0.6 $0.8

Total derivative contracts $4.5 $2.2 $12.1 $6.0

Derivative assets and liab/ilt/es are included in Prepaid Expenses and Other CurrentAssets and Other CurrentLiabillties respectively on our consolidated balance sheets

in millions

2010 2009 2010

Commoditycontracts $2.1 8.7 CostofSalesm $3.8 $6.1 CostofSales

Cost of Sales Cost of Sales

Equity
forwards 3.9 1.2 and SGtko and SG1 0.3

Interest rate 7.7 6.9 Interest net 0.5 1.3 Interest net

Cost of Sales Cost of Sales

Foreigncurrencyforwards
1.3 0.8 andSGA4 1.1 andSGA141

$4.6 $1 3.6 $2.2 $7.4 $0.3

Generally all of our derivative instruments designated as cash flow hedges have some level of ineffectiveness which is recognized currently in earnings Howe ver as these amounts are

generally nominal and our consoildated financial statements are presented
in millions these amounts al/I generallyappearas zero in this tabular presentation

Location of gain loss reclassified fromAOCl to income as well as the gain loss recognized in income for the ineffective portion of the hedge is food and be vera ge costs and resta urant

expenses which are components of cost of sales

Location of gain loss reclassified frornAOClto income as well as ttte gain loss recognized in income forthe ineff ective portion of the hedge is restaurant labor expenses which isa

component of cost of sales and selling genera/and administrative expenses

Location of gain loss reclassif led fromAOClto income as well as the gain loss recognized/n income for the ineffective poll/on of the hedge is food and beverage costs which isa

component of cost of sales and selling general and administrative expenses

The effects of derivative instruments in fair value hedging relationships on the consolidated statements of earnings for the years ended May 30 2010 and

May31 2009 are as follows

in millions

Amount of Gain Loss Location of Gain Loss Amount of Gain Loss Location of Gain Loss

Derivatives in Fair Value Recognized in Income Recognized in Income Hedged
Item in Fair Value Recognized in Income Recognized in Income

Hedging Relationships on Derivatives on Derivatives Hedge Relationship on Related Hedged hem on Related Hedged Item

Year Ended Year Ended

May3O2010 May3l2009 May3O2010 May3l2009

Interest rate $3.4 Interest net Fixed-rate debt $3.4 Interest net

$3.4 $3.4

The effect of derivative instruments in cash flow hedging relationships on the consolidated statements of earnings for the years ended May 30 2010 and

May 312009 are as follows

Amount of Gain foss

Recognized inAOCl

Lffectke Portion

Location of Gain Loss

Reclassified from AOCI

to Income

Amount of Gain Loss

Reclassified from AOCI

to Income Effective Portion

2009

Location of Gain Loss

Recognized in Income

fneffective Portion

Amount of Gain Loss

Recognized in Income

fneffective Portion

2010 2009
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Based on the fair value of our derivative instruments designated as cash

flow hedges as of May 30 2010 we expect to reclassify $0.2 million of net

losses on derivative instruments from accumulated other comprehensive

income loss to earnings during the next twelve months based on the timing

of our forecasted commodity purchases and maturity of equity forward

______________________________________ instruments However the amounts ultimately realized in earnings will be

dependent on the fair value of the contracts on the settlement dates We are

currently party
to

foreign currency forward contracts designated as cash flow

_________________________________________________________ hedges to mitigate the risk of variability in our cash flows from fluctuations in

___________________________________________________________ exchange rates specifically related to forecasted payments for services

through August 2011

NOTE 11

FAIR VALUE MEASUREMENTS

The fair values of cash equivalents accounts receivable accounts payable and short-term debt approximate their carrying amounts due to their short duration

The following table summarizes the fair values of financial instruments measured at fair value on recurring basis at May 30 2010

Items Measured at Fair Vakie

Quoted Prices inActive Market Significant Other

for Identical Assets liabilities Observable Inputs

Level Level

Fixed-income securities

Corporate bonds $15.8 $15.8

U.S.Treasurysecurities 10.1 10.1

Mortgage-backed securities 5.8 5.8

Derivatives

Commodities swaps futures 0.7 0.7

Equity forwards 1.0 1.0

interest rate kicks swaps 7.0 7.0

Foreign currency forwards 1.1 1.1

Total $24.1 $10.1 $14.0

The fair value of our corporate bonds Ls based on the clrs lag market prices of the investments when applicable pr alternatively valuations utilizing market data and other observable inputs

inclusive of the iskofnonperftirmance

The fair value of our US Treasury securities is based on the closing market prices

The fair value of our moilga ge-backed securities is based on the closing marketprices of the investments when applicable pr alternatively valuations utilizing market data and other

observable inputs inclusiveoftheriskofnonperformance

The fair value of our commodities swaps and futures is based on the closing futures market prices of the contracts inclusive of the riskofnonperformance

The fair value of our equity forwards is based on the closing market value of Darden stock inclusiveoftheriskofnonperformance

The fair value of our Interest rate lock arid swap agreements is based on the present value of expected future cash flows inclusive of the risk of nonperformance using discount rate

appropriate forthe duration

The fair value of our foreign currency forward contracts is based on the closing forward exchange market prices inclusive of theriskofnonperforrnance

The carrying value and fair value of long-term debt including the amounts included in current liabilities at May 302010 was $1.63 billion and $1.71 billion

respectively The carrying value and fair value of long-term debt at May31 2009 was $1.63 billion and $1.49 billion respectively The fair value of long-term

debt is determined based on market prices or if market prices are not available the present value of the underlying cash flows discounted at our incremental

borrowing rates

The effect of derivatives not designated as hedging instruments on the

consolidated statements of earnings for the years ended May 30 2010 and

May 312009 are as follows

ill rnifllonsI

Commodity contracts

Equity forwards

Equity forwards

Location of Gate Loss

Recogntzed In

hicomeon Deilvatives

Cost of Sales111

Cost of Salesm

Selling General and Administrative

Amount of Gain Loss

Recogniced in Income

May 302010 May 312009

$02 $5.0

2.2 2.1

1.3 0.9

$3.3 $2.O

Location of gain loss recognized in income is food and be vera ge costs and restaurant

expenses which are components of cost of sales

Location of gain loss recognized in income/s restaurant labor expenses which isa

component of cost of sales

Innillllcns

Fair Value of

Assets IJablilties

at May 302010

Significant

Unobservable hiputs

Level
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The following table summarizes the fair values of non-financial assets measured at fair value on non-recurring basis at May 30 2010

Items Measured at Fa/r Vakie

Fair Value Quoted Prices leActive Market Significant Other Significant

of Assets at for kientical Assets lJabffities Observable hiputs Unobservable Inputs

Inmililons May3O2010 f.evail Level2 Levai3

Long-lived assets held for dIsposal $13.3 $13.3

Long-lived assets held and used 1.9 1.6

Total $14.9 $- $- $14.9

In accordance with the provisions of ASC Topic 360 long-lived assets held for disposal v.itha carrying amount of $17.6 were written down to their fair vahie of $13.3 million resulting
in an

impairment charge of $4.3 mi/ton of which $3.2 was included in
earnings from continuing operations and$1 million was included in losses from discontinued operations

In accordance with the pro visions of ASG Topic 360 long-lived assets held and used with carrying amount of $2.9 million were written down to their fair value of $1.6 million resulting/nan

impairment charge of $1.3 milion which was included/n earnings from continuing operations

NOTE 12

FINANCIAL INSTRUMENTS

Marketable securities are carried at fair value and consist of $31.7 million

of available-for-sale securities related to insurance funding requirements for

our workers compensation and general liability claims The following table

summarizes cost and market value for our securities that
qualify as available-

for-sale as of May 30 2010

In millions Cost Market Value

Less than year 3.5 3.5

to
years

20.3 20.5

3to5years 7.5 7.7

Total $31.3 $31.7

NOTE 13

STOCKHOLDERS EQUITY

TREASURY STOCK

On June 16 2006 our Board of Directors authorized an additional share

repurchase authonzation totaling 25.0 million shares in addition to the previous

authorization of 137.4 million shares bringing our total authorizations to

162.4 million In fiscal 20102009 and 2008 we purchased treasury stock

totaling $85.1 million $144.9 million and $159.4 million respectively At

May 302010 total of 154.1 million shares had been repurchased under

the authorizations The repurchased common stock is reflected as reduction

of stockholders equity

STOCKHOLDERS RIGHTS PLAN

Under our Rights Agreement dated May16 2005 each share of our common

stock has associated with it one right to purchase one-thousandth of share

of our Series Participating Cumulative Preferred Stock at purchase price

of $120 per share subject to adjustment under certain circumstances to

prevent dilution The rights are exercisable when and are not transferable

apart from our common stock until person or group has acquired 15 percent

or more or makes tender offer for 15 percent or more of our common stock

If the specified percentage of our common stock is then acquired each right

will entitle the holder other than the acquiring company to receive upon

exercise common stock of either us or the acquiring company having value

equal to two times the exercise price of the right The rights are redeemable by

our Board of Directors under certain circumstances and expire on May 252015

in millions

Gross Gross

Unrealized unrealized

Cost Gains Losses

STOCK PURCHASE/LOAN PROGRAM

We have share ownership guidelines for our officers To assist them in meeting

these guidelines we implemented the 1998 Stock Purchase/Option Award

Loan Program Loan Program in conjunction with our Stock Option and Long-

Term Incentive Plan of 1995 The Loan Program provided loans to our officers

and awarded two options for every new share purchased up to maximum

total share value equal to designated percentage of the officers base

compensation Loans are full recourse and interest bearing with maximum

principal amount of 75 percent of the value of the stock purchased The stock

tvlaricet

purchased is held on deposit with us until the loan is repaid The interest rate

Value
for loans under the Loan Program is fixed and is equal to the applicable federal

$313 $317
rate for mid-term loans with semi-annual compounding for the month in which the

loan originates Interest is payable on weekly basis Loan principal is payable

in installments with 25 percent 25 percent and 50 percent of the total loan

due at the end of the fifth sixth and seventh years of the loan respectively

Effective July 302002 and in compliance with the Sarbanes-Oxley Act of

2002 we no longer issue new loans under the Loan Program As of May 30

2010 there were no loans outstanding under the Loan Program

Available-for-sale securities

Earnings include insignificant realized gains and loss from sales

of available-for-sale securities At May 302010 the scheduled maturities

of our available-for-sale securities are as follows
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ACCUMULATED OTHER COMPREHENSIVE INCOME LOSS
The components of accumulated other comprehensive income loss are as

follows

May30 May31

In millions 2010 2009

Foreign currency
translation adjustment 2.2 3.7

Unrealized gains fosses on marketable securities net of tax 03 0.3

Unreaflzed gains fosses on derivatives net of tax 1.1 1.1

Benefit plan funding position net of tax 70.3 54.9

Total accumulated other comprehensive income foss $71.1 $57.2

NOTE 14

LEASES

An analysis of rent expense incurred related to restaurants in continuing

operations is as follows

iii millions 2010 2009 2008

Restaurant minimum rent $111.1 $102.4 88.1

Restaurant percentage rent 5.1 6.6 7.7

Restaurant rent averaging expense 10.6 10.5 8.6

Transportation equipment 3.3 3.4 2.9

Office equipment 0.8 1.2 1.2

Office space 4.5 6.6 6.8

Warehouse space 0.5 0.5 0.4

Totalrentexpense $136.5 $131.2 $115.7

Rent expense included in discontinued operations was $0.6 million

$1.3 million and $4.5 million for fiscal 20102009 and 2008 respectively

The annual future lease commitments under capital lease obligations
and

noncancelable operating leases including
those related to restaurants

reported as discontinued operations for each of the five fiscal years

subsequent to May 302010 and thereafter is as follows

in millions

Fiscal Year Capital Operating

2011 5.1 $126.6

2012 5.2 115.8

2013 5.3 103.0

2014 5.4 86.6

2015 5.5 73.5

Thereafter

Total future lease commitments

Less imputed interest at 6.5%

Present value of future lease commitments

Less current maturities 1.3

Obligations under capital leases net of current maturities 57.6

NOTE 15

INTEREST NET

The components of interest net are as follows

in millions 2010 2009 2008

lnterestexpense $95.7 $113.7 $89.2

Imputed interest on capital leases 39 3.9 2.6

Capitalized interest 4.4 9.3 4.9

Interest income 1.3 0.9 1.2

Interest net $93.9 $107.4 $85.7

Capitalized interest was computed using our average borrowing rate

We paid $95.3 million $103.6 million and $73.6 million for interest net of

amounts capitalized in fiscal 2010 2009 and 2008 respectively

NOTE 16

INCOME TAXES

Total income tax expense for fiscal 20102009 and 2008 was allocated

as follows

In mllJions
2010 2009 2008

Earnings from continuing operations
$136.6 $140.7 $145.2

Losses earnings from discontinued operations 1.5 0.2 3.0

Total consolidated income tax expense $135.1 $140.9 $148.2

The components of earnings before income taxes from continuing

operations and the provision
for income taxes thereon are as follows

in millions 2010 2009 2008

Earnings from continuing operations

before income taxes

U.S $534.5 $508.1 $509.6

Canada 9.1 4.4 5.1

Earnings from continuing operations

beforeincornetaxes $543.6 $512.5 $514.7

Income taxes

Current

Federal $126.5 38.1 98.3

Stateandlocal 28.7 10.5 21.0

Canada 0.1 0.1 0.1

Total current 1553 48.7 119.4

Deferred principally U.S

Federal 10.6 84.3 24.9

Stateandlocal 8.1 7.7 0.9

Total deferred 18.7 92.0 25.8

Total incometaxes $136.6 $140.7 $145.2

Fiscal Year

Fiscal Year

Fiscal Year

Fiscal Year

78.6 250.9

105.1 $756.4

46.2

58.9
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During fiscal 20102009 and 2008 we paid income taxes of

$94.8 million $64.4 million and $119.7 million respectively

The following table is reconciliation of the U.S statutory income tax

rate to the effective income tax rate from continuing operations included in

the accompanying consolidated statements of earnings

Fiscal Year

20092010 2008

U.S statutory rate 35.0% 35.0% 35.0%

State and local income taxes

netoffederaltaxbeneflts 2.5 2.3 2.7

Benefit of federal income tax credits 8.7 8.9 7.9

Other net 3.7 0.9 1.6

Effective income tax rate 25.1% 27.5% 28.2%

As of May 30 2010 we had estimated current prepaid federal income

taxes of $1.5 million which is included in our accompanying consolidated

balance sheets as prepaid income taxes and estimated current state income

taxes payable of $1.0 million which is included in our accompanying

consolidated balance sheets as accwed income taxes

As of May 30 2010 we had gross unrecognized tax benefits of

$30.4 million which represents the aggregate tax effect of the differences

between tax return positions and benefits recognized in our consolidated

financial statements Of this total approximately $24.7 million after consid

ering the federal impact on state issues would favorably affect the effective

tax rate if resolved in our favor reconciliation of the beginning and ending

amount of unrecognized tax benefits follows

in millions

Balance at May31 2009 58.1

Additions to tax positions recorded during the current year 2.8

Additions to tax positions recorded during prior years 12

Reductions to tax positions recorded during prior years 1.3

Reductions to tax positions due to settiements with taxing authorities 25.2

Reductions to tax positions due to statute expiration 5.2

Balance at May30 2010 30.4

We recognize accrued interest related to unrecognized tax benefits in

interest expense Penalties when incurred are recognized in
selling general

and administrative expense During fiscal 20102009 and 2008 we recognized

$2.5 million $4.2 million and $2.0 million of interest expense associated

with unrecognized tax benefits respectively excluding the release of accwed

interest related to prior year matters due to settlement or the lapse of the

statute of limitations At May 30 2010 we had $6.1 million accrued for the

payment of interest associated with unrecognized tax benefits

The major jurisdictions in which the Company files income tax returns

include the U.S federal jurisdiction Canada and most states in the U.S that

have an income tax With few exceptions the Company is no longer subject

to U.S federal state and local or non-U.S income tax examinations by tax

authorities for years before 2001

Included in the balance of unrecognized tax benefits at May 30 2010

is $0.3 million related to tax positions for which it is reasonably possible

that the total amounts could change during the next twelve months based on

the outcome of examinations or as result of the expiration of the statute

of limitations for specific jurisdictions The $0.3 million relates to items that

would impact our effective income tax rate

The tax effects of temporary differences that give rise to deferred tax

assets and liabilities are as follows

May30 May31

2010 2009in millions

Accrued liabilities 34.3 56.4

Compensation and employee benefits 171.8 152.6

Deferred rent and interest income 48.4 42.1

Asset ddposition 1.5 5.4

Other 11.3 12.2

Gross deferredtaxassets $2681 $2687

Trademarks and other acquiaition related intangibles 1787 179.7

Buildings and equipment 238.7 259.5

Prepaid interest 1.0 1.0

Capitalized software and other assets 11.8 11.3

Other 4.7 3.8

Gross deferred tax liabilities $434.9 $455.3

Net deferred tax liabilities $166.8 $186.6

valuation allowance for deferred tax assets is provided when it is more

likely than not that some portion or all of the deferred tax assets will not be

realized Realization is dependent upon the generation of future taxable

income or the reversal of deferred tax liabilities during the periods in which

those temporary differences become deductible We consider the scheduled

reversal of deferred tax liabilities projected future taxable income and tax

planning strategies in making this assessment

NOTE 17

RETIREMENT PLANS

DEFINED BENEFIT PLANS AND POSTRETIREMENT BENEFIT PLAN

Substantially all of our employees are eligible to participate in retirement

plan We sponsor non-contnbutory defined benefit pension plans which have

been frozen for group of salaried employees in the United States in which

benefits are based on various formulas that include years of service and

compensation factors and for group of hourly employees In the United States

in which fixed level of benefits is provided Pension plan assets are primarily

invested in U.S international and private equities long duration fixed-income

securities and real assets Our policy is to fund at minimum the amount

necessary on an actuarial basis to provide for benefits in accordance with the

requirements of the Employee Retirement Income Security Act of 1974 as

amended and the Internal Revenue Code ORC as amended by the Pension

Protection Act of 2006 We also sponsor contributory postretirement benefit

plan that provides health care benefits to our salaried retirees During fiscal

years 20102009 and 2008 we funded the defined benefit pension plans in

the amount of $0.4 million $0.5 million and $0.5 million respectively We

expect to contribute approximately $10.4 million to $12.4 million to our

defined benefit pension plans during fiscal 2011 We fund the postretirement

benefit plan on pay-as-you-go basis During fiscal 20102009 and 2008

we funded the postretirement benefit plan in the amounts of $0.6 million

$1.2 million and $1.2 million respectively We expect to contribute approxi

mately $1.0 million to our postretirement benefit plan during fiscal 2011
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We are required to recognize the over or under-funded status of the

plans as an asset or liability as measured by the difference between the fair

value of the plan assets and the benefit obligation and any unrecognized prior

service costs and actuarial gains and losses as component of accumulated

other comprehensive income loss net of tax

The following provides reconciliation of the changes in the plan benefit obligation fair value of plan assets and the funded status of the plans as of May 30

2010 and May 31 2009

Defined Benefit Plans Postretirement Benefit Plan

2010 2009in milions 2010 2009

Change in Benefit Obligation

Benefit obligation at beginning of period $169.7 $169.7 $27.3 $25.7

Service cost 4.9 7.5 0.6 0.9

lnterestcost 10.0 12.3 1.9 2.1

Plan amendments

Participant contributions 0.1 0.3

Benefitspaid 7.9 10.1 0.7 1.5

Actuarial loss gain 23.5 9.7 9.7 0.2

Benef it obligation at end of period $200.2 $169.7 $38.9 $27.3

Change in Plan Assets

Fairvalueatbeginningof period $138.9 $191.7

Actual return on plan assets 22.2 42.2

Employer contributions 0.4 0.5 0.6 1.2

Participant contributions 0.1 0.3

Benefltspaid 7.9 101 0.7 1.5

Fairvalueatendofpeliod $154.6 $139.9

Reconciliation of the Plans Funded Status

Unfunded status at end of period 45.6 29.8 $38.9 $27.3

The accumulated benefit obligation for all pension plans was

$196.7 million and $164.0 million at May 30 2010 and May 312009

respectively The accumulated benefit obligation and fair value of plan assets

for pension plans with accumulated benefit obligations in excess of plan

assets were $196.7 million and $154.6 million respectively at May 30

2010 and $164.0 million and $139.9 million respectively at May 31 2009

The projected benefit
obligation

for pension plans with projected benefit

obligations in excess of plan assets was $200.2 million and $169.7 million

as of May 302010 and May 312009 respectively

The following is detail of the net funded status of each of our plans of May 302010 and May 312009 and reconciliation of the amounts included in

accumulated other comprehensive income loss as of May 302010 and May 312009

Defined Benefit Plans Postretrement Benefit Plan

iiimililons 2010 2009 2010 2009

Components of the Consolidated Balance Sheets

Non-current assets

Current liabilities 0.4 0.4 1.0 1.0

Non-current liabilities 45.2 29.4 37.9 26.3

Net amounts recognized $45.6 $29.8 $38.9 $27.3

Amounts Recognized in Accumulated Other Comprehensive

Income Loss net of tax

Priorservicecostcredit
0.3 0.4 0.1 0.1

Net actuarial loss 55.3 44.5 11.2 5.6

Net amounts recognized
55.6 44.9 $11.1 5.5
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The following table presents the weighted-average assumptions used to determine benefit obligations and net expense

Defined Benefit Plans Postrelirement Benefit Plan

2010 2009 2010 2009

Weighted-average assumptions used to determine

benefit obligations at May30 and May31

Discountrate 5.89% 7.00% 5.98% 7.10%

Rate of future compensation increases 3.75% 3.75% WA WA

Weighted-average assumptions used to determine net expense

for fIscal years ended May30 and May31

Discount rate 7.00% 6.50% 7.09% 6.50%

Expected long-term rate of return on plan assets 900% 9.00% WA WA

Rate of future compensation increases 3.75% 3.75% N/A WA

Determined as of the end of fiscal year

Determined as of the beginning of fiscal year

We set the discount rate assumption annually for each of the plans at The discount rate and expected return on plan assets assumptions

their valuation dates to reflect the yield of high-quality fixed-income debt have significant effect on amounts reported for defined benefit pension

instruments with lives that approximate the maturity of the plan benefits The plans quarter percentage point change in the defined benefit plans

expected long-term rate of return on plan assets and health care cost trend discount rate and the expected long-term rate of return on plan assets would

rates are based upon several factors including our historical assumptions increase or decrease earnings before income taxes by $1.4 million and

compared with actual results an analysis of current market conditions asset $0.5 million respectively

fund allocations and the views of leading financial advisers and economists The assumed health care cost trend rate increase in the per-capita

For fiscal 2010 2009 and 2008 we have used an expected long-term charges for postretirement benefits was 8.0 percent for fiscal 2011 The rate

rate of return on plan assets for our defined benefit plan of 9.0 percent In gradually decreases to 5.0 percent through fiscal 2021 and remains at that

developing our expected rate of return assumption we have evaluated the level thereafter

actual historical performance and long-term return projections of the plan The assumed health care cost trend rate has significant effect on

assets which give consideration to the asset mix and the anticipated timing amounts reported for retiree health care plans one percentage point

of the pension plan outflows We employ total return investment approach increase or decrease in the assumed health care cost trend rate would affect

whereby mix of equity and fixed income investments are used to maximize the service and interest cost components of net periodic postretirement

the long-term return of plan assets for what we consider prudent level of benefit cost by $0.5 million and $0.4 million respectively and would increase

risk Our historical 0-year 5-year and 20-year rates of return on plan or decrease the accumulated postretirement benefit obligation by $8.3 million

assets calculated using the geometric method average of returns are and $6.5 million respectively

approximately 5.8 percent 8.8 percent and 9.4 percent respectively as

of May 302010

Components of net periodic benefit cost included in continuing operations are as follows

Defined Benefit Plans Postrefirement Benefit Plan

in millions 2010 2009 2008 2010 2009 2008

Servecost 4.9 6.0 6.1 $0.6 $0.7 $0.7

lnterestcost 10.0 9.9 97 1.9 1.7 1.2

Expected return on plan assets 16.4 16.3 14.8

Arnortizationofunrecognizedpriorservicecost 0.1 0.2 0.1 0.1

Recognizednetactuarialloss 0.3 0.4 4.3 0.6 0.6 0.3

Netpensionandpostretirementflienefitcost $1.1 0.2 5.4 $3.1 $3.0 $2.1

The amortization of the net actuarial loss component of our fiscal 2011 net periodic benefit cost for the defined benefit plans and postretirement benefit plan

is expected to be approximately $4.5 million and $1.3 million respectively

Our Benefit Plans Committee sets the investment policy for the Defined Benefit Plans and oversees the investment allocation which includes setting

long-term strategic targets Our overall investment strategy is to achieve appropriate diversification through mix of equity investments which may include

U.S international and private equities as well as long duration bonds and real asset investments Our target asset fund allocation is 35 percent U.S equities

30 percent high-quality long-duration fixed-income securities 15 percent international equities 10 percent real assets and 10 percent private equities The

investment policy establishes re-balancing band around the established targets within which the asset class weight is allowed to vary Equity securities inter

national equities and fixed-income securities include investments in various industry sectors Investments in real assets and private equity funds follow different
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strategies designed to maximize returns allow for diversification and provide hedge against inflation Our current positioning is neutral on investment style

between value and growth companies and large and small cap companies We monitor our actual asset fund allocation to ensure that it approximates our target

allocation and believe that our long-term asset fund allocation will continue to approximate our target allocation Investments held in U.S fixed-income treasury

securities represented approximately 22.3 percent of total plan assets and represents the only significant concentration of risk related to
single entity sector

country commodity or investment fund No other
single sector concentration of assets exceeded percent of total plan assets which is consistent with the

overall investment strategy to achieve appropriate diversification

The fair values of the defined benefit pension plans assets at their measurement dates of May 302010 are as follows

ifems Measured at Fair value

Fair Value of Quoted Prices mAcfive Market Significant Other Significant

Assets Liatillifies for kientical Assets fiabifities Observable Inputs Ikiobservatrie Inputs

inmililons at May 302010 Level Level Levki

Equity

U.S 28.7 28.7

U.S
Equity Mutual

Commingled Funds 17.1 1.2 15.9

DevelopedMarketEquityFunds 14.1 7.7 6.4

Emerging Market Equity Funds 4.5 4.5

Private Equity Partnerships 22.9 22.9

Private Equity Securities 0.1 0.1

Equity Futures 0.2 0.2

Fixed-Income

Hxed-ucome Securities 39.5 32.3 8.7

Bond Futures 02 0.2

Energy Real Estate Public Sector 7.5 3.3 4.2

Real Asset Commingled Funds 10 3.4 3.4

Real Asset Private Funds 11 9.2 92

Cash Accruals 7.6 7.6

Total $154.6 $78.0 $40.2 $364

U.S equity securities and internati onal equity securities are comprised of investments in common stock of U.S and non-U.S companies for total return purposes These investments are

valued by the trustee at closing prices from national exchanges on the valuation date

US equity mutual and commingled funds are comprised of investments in funds that purchase pubilcly traded U.S common stock fortotal return purposes Investments are valued at unit

values provided by the in vestment managers which are based on the fair value of the underlying investments

Emerging market equity funds and developed market secu it/es are comprised of investments in funds that purchase publiclytraded common stock of non-U.S companies for total return

purposes Funds are valued at unit values provided by the investment managers whichare based on the fair value of the underlying investments

Private equip/ partnerships are comprised of investments in ilmited partnerships that invest in pri vate companies fortotal return purposes The investments are valued at fair value which/s

generally based on the net asset value or capital balance as reported bythe partnerships subject to the review and approval of the investment managers and their consultants As there is

nota liquid market for some of these investments realization of the estimated fair value of such investments is dependent upon transactions beMeen wi/llng sellers and buyers

Private equity securities are comprised of investments in publicly traded common stock that were receivedasa distribution from prIvate equity partnership as well as equity investments in

private companies for total return purposes Stocks received from private equity disf ributions are valued by the trustee at closing prices from national exchanges on the valuation date

Investments in private companies are valued by management based upon information provided by the respective third-party investment manager who considers factors such as the cost of

the investment most recent round of financing and expected future cash flows

Equity futures are comprised of investments in futures contracts thattrack the SP 500 index and are used to maintain equity exposure consistent with poilcy allocations Futures positions

are marked-to-market daily and reflect gains and losses on daily basis

Rxed income securities are comprised of investments in go vernment and corporate debt sec unties These securities are valued by the trustee at closing prices from national exchanges or

pricing vendors on the valuation date Unilsted investments are valued at prices quoted by various national markets fixed income pricing models and/or independent financial analysts

Bond futures are comprised of investments in futures that track U.S Treasury bond Mures for purposes of managing fixed income exposure to policy allocations The futures are

marked-to-marketdailyandreflectgainsandlossesona daily basis

Energy and real estate securities are comprised of investments in publicly traded common stock of
energy companies and real estate investmenttrusts for

purposes of total return These

securities are valued by the trustee at closing prices from national excha nges on the valuation date Unlisted investments are valued at prices quoted by various national markets and

pubilcations and/or independent financial analysts

10 Real asset commingled funds are comprised of investments in funds that purchase publlcly traded common stock of energy companies or real estate investment trusts for purposes of total

return These investments are valued at unit values provided by the investment mana gers which are based on the fair value of the underlying investments

11 Real asset private funds are comprised of interests in ilmited partnerships that invest in pni vate companies in the energy industry and private real estate properties for purposes of total

return These interests are valued at fair value which is generally based on the net asset value or capital balance as reported bythe partnerships subject to the reviewand approval of the

investment managers and theirconsultants As there is nota llquid market for some of these investments realization of the estimated fair value of such investments is dependent upon

transactions between willing sellers and buyers
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The following benefit payments are expected to be paid between fiscal

2011 and fiscal 2020

in millions Defined Benefit Plans Postretirement Benefit Plan

2011 $10.6 $1.0

2012 10.1 0.8

2013 10.5 0.9

2014 10.9 1.0

2015 11.4 1.2

20162020 66.0 8.5

POSTEMPLOYMENT SEVERANCE PLAN

We accrue for postemployment severance costs in our consolidated

financial statements and recognize actuarial gains and losses related to

our postemployment severance accrual as component of accumulated

other comprehensive income loss As of May 30 2010 and May31 2009

$3.1 million and $4.5 million respectively of unrecognized actuarial losses

related to our postemployment severance plan were included in accumulated

other comprehensive income loss on net of tax basis

DEFINED CONTRIBUTION PLAN

We have defined contribution plan covering most employees age 21 and

older We match contributions for participants with at least one year of service

up to six percent of compensation based on our performance The match

ranges from minimum of $0.25 to $1.20 for each dollar contributed by the

participant The plan had net assets of $553.2 million at May 302010 and

$477.9 million at May 312009 Expense recognized in fiscal 20102009

and 2008 was $1.2 million $2.0 million and $1 .3 million respectively

Employees classified as highly compensated under the IRC are not eligible

to participate in this plan Instead highly compensated employees are eligible

to participate in separate non-qualified deferred compensation plan This

plan allows eligible employees to defer the payment of part of their annual

salary and all or part of their annual bonus and provides for awards that

approximate the matching contributions and other amounts that participants

would have received had they been eligible to participate in our defined

contribution and defined benefit plans Amounts payable to highly compen

sated employees under the non-qualified deferred compensation plan totaled

$158.1 million and $132.1 million at May 302010 and May 312009

respectively These amounts are included in other current liabilities

The defined contribution plan includes an Employee Stock Ownership

Plan ESOP This ESOP originally borrowed $50.0 million from third parties

with guarantees by us and borrowed $25.0 million from us at variable

interest rate The $50.0 million third party loan was refinanced in 1997 by

commercial bank loan to us and corresponding loan from us to the ESOP

Compensation expense is recognized as contributions are accrued In add

tion to matching plan participant contributions our contributions to the plan

are also made to pay certain employee incentive bonuses Fluctuations in our

stock price impact the amount of expense to be recognized Contributions to

the plan plus the dividends accumulated on unallocated shares held by the

ESOP are used to pay principal interest and expenses of the plan As loan

payments are made common stock is allocated to ESOP participants In fiscal

20102009 and 2008 the ESOP incurred interest expense of $0.1 million

$0.3 million and $0.9 million respectively and used dividends received of

$1.6 million $1.8 million and $4.4 million respectively and contributions

received from us of $0.2 million $2.4 million and $0.0 million respectively

to pay principal and interest on our debt

ESOP shares are included in weighted-average common shares

outstanding for purposes of calculating
net earnings per share At May 30

2010 the ESOPs debt to us had balance of $9.8 million with variable rate

of interest of 0.65 percent and is due to be repaid no later than December

2014 The number of our common shares held in the ESOP at May 30 2010

approximated 5.6 million shares representing 37 million allocated shares

and 1.9 million suspense shares

At the end of fiscal 2005 the ESOP borrowed $1.6 million from us at

variable interest rate and acquired an additional 0.05 million shares of our

common stock which were held in suspense within the ESOP at May 292005

The loan which had variable interest rate of 0.65 percent at May 30 2010

is due to be repaid no later than December 2018 The shares acquired under

this loan are accounted for in accordance with FASB ASC Subtopic 718-40

Employee Stock Ownership Plans Fluctuations in our stock price are recognized

as adjustments to common stock and surplus when the shares are committed

to be released These ESOP shares are not considered outstanding until they

are committed to be released and therefore have been excluded for purposes

of calculating basic and diluted net eamings per share at May 302010 The

fair value of these shares at May 302010 was $1.9 million

As part of the RARE acquisition we assumed RAREs employee benefit

plans We merged these plans into our existing employee benefit plans during

fiscal 2009 As of the date of acquisition RARE provided its employees who met

minimum service requirements with retirement benefits under 401k plan

RARE Plan Under the RARE Plan eligible employees were eligible to make

contributions of between percent and 20 percent of their annual compensation

to one or more investment funds Officers and highly compensated employees

did not participate in the RARE Plan Quarterly matching contributions were

Darden

The following table presents the changes in Level investments for the defined benefit pension plans

Fair Value Measurements Using Significant unobservable Inputs Level

Private Equity Private Equity Energy Real Estate Real Asset

in millions Partnerships Securities Public Sector Private Funds Total

Beginning balance atMay3l2009 $17.8 $0.1 $2.9 8.7 $29.5

Actual return on plan assets

Relating to assets still held at the reporting date 4.4 1.3 0.5 5.2

Relating to assets sold during the period 0.1 0.1

Purchases sales and settlements 0.7 1.1 1.8

Transfers in and/or out of Level

EndingbalanceatMay3o2010 $22.9 $0.1 $4.2 $9.2 $36.4
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made in an amount equal to 50 percent of the first percent of employee

compensation contributed resulting in maximum annual company contribution

of 2.5 percent of employee compensation For fiscal 2010 and 2009 we

incurred expense under the RARE Plan of $0.0 million

Effective January 12000 RARE implemented the Supplemental Deferred

Compensation Plan Supplemental Plan non-qualified plan which allowed

officers and highly compensated employees to defer receipt of portion of

their compensation and contribute such amounts to one or more investment

funds The maximum aggregate amount deferred under the Supplemental

Plan and the RARE Plan could not exceed the lesser of 20 percent of annual

compensation or $50000 Quarterly matching contributions were made in an

amount equal to 50 percent of the first percent of employee compensation

contributed with maximum annual company contribution of the lesser of

2.5 percent of employee compensation or $5750 For fiscal 2010 and 2009

we incurred expense under the Supplemental Plan of $0.0 million Upon

the acquisition of RARE all unvested Company contributions to both the

RARE Plan and the Supplemental Plan were immediately vested however

contributions subsequent to the date of acquisition vest according to the

plans provisions Company contributions vest at rate of 20 percent each

year beginning after the employees first year of service and are made in the

form of cash Participants accounts are comprised of their contributions the

companys matching contributions and each participants share of earnings

or losses in the Supplemental Plan

NOTE 18

STOCK-BASED COMPENSATION

We maintain two active stock option and stock grant plans under which new

awards may still be issued known as the Darden Restaurants Inc 2002 Stock

Incentive Plan 2002 Plan and the RARE Hospitality International Inc Amended

and Restated 2002 Long-Term Incentive Plan RARE Plan We also have three

other stock option and stock grant plans under which we no longer can grant

new awards although awards outstanding under the plans may still vest and

be exercised in accordance with their terms the Stock Plan for Directors

Director Stock Plan the Stock Option and Long-Term Incentive Plan of 1995

1995 Plan and the Restaurant Management and Employee Stock Plan of 2000

2000 Plan All of the plans are administered by the Compensation Committee

of the Board of Directors The 2002 Plan provides for the issuance of up to

9.55 million common shares in connection with the granting of non-qualified

stock options incentive stock options stock appreciation rights restricted

stock restricted stock units RSU5 stock awards and other stock-based

awards to key employees and non-employee directors.The RARE Plan provides

for the issuance of up to 3.9 million common shares in connection with the

granting of non-qualified stock options incentive stock options and restricted

stock to employees Awards under the RARE Plan are only permitted to be

granted to employees who were employed by RARE as of the date of acquisition

and continued their employment with the Company The Director Stock Plan

provided for the issuance of up to 0.375 million common shares out of our

treasury in connection with the granting of non-qualified stock options restricted

stock and RSUs to non-employee directors No new awards could be granted

under the Director Stock Plan after September 30 2000 The Director

Compensation Plan provided for the issuance of 0.1 million common shares

out of our treasury to non-employee directors of the Board No new awards

may be granted under the Director Compensation Plan after September 30

2005 The 1995 Plan provided for the issuance of up to 33.3 million common

shares in connection with the granting of non-qualified stock options restricted

stock or RSU5 to key employees The 2000 Plan provided for the issuance of

up to 5.4 million shares of common stock out of our treasury as non-qualified

stock options restricted stock or RSUs Under all of these plans stock options

are granted at price equal to the fair value of the shares at the date of grant

for terms not exceeding ten years and have various vesting periods at the

discretion of the Compensation Committee Outstanding options generally

vest over one to four years Restricted stock and RSUs granted under the

1995 Plan the 2000 Plan and the 2002 Plan generally vest over periods

ranging from three to five years and no sooner than one year from the date

of grant The restricted period for certain grants may be accelerated based

on performance goals established by the Compensation Committee

On June 202008 the Board of Directors adopted amendments to the 2002

Plan which were approved by our shareholders at the September 2008 annual

meeting of shareholders The amendments among other things increased

the maximum number of shares authorized for issuance under the 2002 Plan

from 9.55 million to 12.70 million On June 192008 the Compensation

Committee of the Board of Directors approved amendments to the RARE Plan

to provide fungible share pool approach to manage authorized shares under

the RARE Plan On June16 2006 the Board of Directors adopted amendments

to the 2002 Plan which were approved by our shareholders at the September

2006 annual meeting of shareholders The amendments among other things

implemented fungible share pool approach to manage authorized shares

in order to improve the flexibility of awards going forward and eliminated the

limits on the number of restricted stock and RSU awards and the number of

awards to non-employee directors and provided that in determining the

number of shares available for grant formula will be applied such that all

future awards other than stock options and stock appreciation rights will be

counted as double the number of shares covered by such award

On December 152005 the Board of Directors approved the Director

Compensation Program effective as of October 2005 for Non-Employee

Directors The Director Compensation Program provides for payments to

non-employee directors of an annual retainer and meeting fees for regular

or special Board meetings and committee meetings an initial award of

non-qualified stock options to purchase 12.5 thousand shares of common stock

upon becoming director of the Company for the first time an additional

award of non-qualified stock options to purchase 3.0 thousand shares of

common stock annually upon election or re-election to the Board and an

annual award of common stock with fair market value of $0.1 million on the

date of grant Directors may elect to have their cash compensation paid in any

combination of current or deferred cash common stock or salary replacement

options Deferred cash compensation may be invested on tax-deferred

basis in the same manner as deferrals under our non-qualified deferred

compensation plan Prior to the date of grant directors may elect to have

their annual stock award paid in the form of common stock or cash or

combination thereof or deferred To the extent directors elect to receive cash

or cash settled awards the value of the awards are carried as liability on

our consolidated balance sheet at fair value until such time as it is settled

All stock options and other stock or stock-based awards that are part
of the

compensation paid or deferred pursuant to the Director Compensation

Program are awarded under the 2002 Plan
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The Director Compensation Program was amended effective September

2008 to eliminate payment of meeting fees for regular Board meetings as

well as the initial and annual grant of stock options As of September 12008

our Director Compensation Program provides for payments to non-employee

directors of an annual retainer and meeting fees for special Board meetings

and committee meetings an additional annual retainer for committee

chairs and an annual award of common stock with fair value of

$0.1 million on the date of grant

Stock-based compensation expense included in continuing operations

for fiscal 2010 2009 and 2008 was as follows

Fiscal Year

2009
fri millions 1O 2008

Stock options $2 $20.4 $25.2

Restricted stocWrestncted stock unIts 10.2 9.4 12.9

Darden stock units 13.1 8.4 4.2

Performance stock units 6.8 04 4.1

Employee stock purchase plan 1.8 1.6 1.6

Director compensation program/other 1.4 1.3 0.9

$53.5 $41.5 $48.9

The following table presents summary of our stock option activity as of and for the year ended May 30 2010

The weighted-average fair value of non-qualified stock options granted

during fiscal 20102009 and 2008 used in computing compensation expense

for fiscal 20102009 and 2008 was $10.74 $10.52 and $14.05 respectively

The total intrinsic value of options exercised during fiscal 2010 2009 and

2008 was $59.1 million $56.4 million and $57.9 million respectively Cash

received from option exercises during fiscal 2010 2009 and 2008 was

$59.3 million $50.8 million and $61.5 million respectively Stock options

have maximum contractual period of ten years from the date of grant We

settle employee stock option exercises with authorized but unissued shares

of Darden common stock or treasury shares we have acquired through our

ongoing share repurchase program

Pursuant to the acquisition of RARE we converted employee stock options

to purchase 2.7 million outstanding shares of RARE common stock to options

to purchase 2.4 million shares of Darden common stock The total value of the

options was $42.9 million $31.9 million of which was included in the cost of

the acquisition as this value related to vested awards as of the acquisition

date.The remaining $11.0 million relates to the value of the unvested awards

that is being charged as an expense subsequent to the acquisition During

fiscal 20102009 and 2008 we recognized $0.4 million $1.3 million and

$9.3 million respectively of stock-based compensation expense related to

these awards

As of May 302010 there was $30.4 million of unrecognized compensation

cost related to unvested stock options granted under our stock plans This cost

is expected to be recognized over weighted-average period
of 1.8 years The

total fair value of stock options that vested during fiscal 2010 was $17.4 million

Restricted stock and RSUs are granted at value equal to the market

price of our common stock on the date of grant Restrictions lapse with

regard to restricted stock and RSUs are settled in shares at the end of their

vesting periods which is generally four years

The following table presents summary of our restricted stock and RSU

activity as of and for the fiscal year ended May 302010

Weighted-Average

Shares Grant Oate Fair

fn millions Value Per Share

Outstanding beginning
of period 1.0 $31.36

Shares
granted

0.1 35.06

Shares vested 0.3 29.03

Outstanding end of period
0.8 $28.73

As of May 30 2010 there was $1 1.7 million of unrecognized

compensation cost related to unvested restricted stock and RSU5 granted

under our stock plans This cost is expected to be recognized over

weighted-average period of 24 years The total fair value of restricted stock

and RSIJs that vested during fiscal 20102009 and 2008 was $9.4 million

$16.8 million and $13.1 million respectively

Pursuant to the acquisition of RARE we converted 0.5 million outstanding

shares of RARE employee restricted stock and performance-based restricted

stock units to 0.4 million shares of Darden restricted stock The total value of

the restricted shares was $16.8 million $8.6 million of which was included

in the cost of the acquisition as this value related to vested awards as of the

acquisition date The remaining $8.2 million relates to the value of the unvested

awards and is being charged to expense subsequent to the acquisition During

fiscal 20102009 and 2008 we recognized $2.1 million $2.1 million

and $3.7 million respectively of stock-based compensation expense

related to these awards

Weighted-Average Weighted-Average Aggregate

Options Exercise Price Remairting Intrinsic Value

fn millions Per Share Contractual Life frs fn millions

Outstanding beginning of period 15.2 $28.30 5.57 $130.2

Optionsgranted 1.8 32.64

Options exercised 2.9 20.58

Options canceled 0.2 34.42

Outstanding end of period 13.9 $30.38 5.62 $173.9

Exercisable 8.4 $27.21 3.98 $131.2
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Darden stock units are granted at value equal to the market price of

our common stock on the date of grant and will be settled in cash at the end

of their vesting periods which range between four and five years at the then

market pnce of our common stock Compensation expense is measured based

on the market price of our common stock each period is amortized over the

vesting period and the vested portion is carried as liability in our accompa

nying consolidated balance sheets We also entered into equity forward

contracts to hedge the risk of changes in future cash flows associated with

the unvested unrecognized Darden stock units granted during fiscal 2010

2009 and 2008 see Note 10 Derivative Instruments and Hedging Activities

for additional information

The
following

table presents summary of our Darden stock unit activity

as of and for the fiscal year ended May 302010

units Waighted-Average

fn mitions Fair Vake Per unit

Outstanding beginning of period 12 $36.17

Units granted 0.8 32.22

Units vested 0.3 3297

Units canceled 0.1 34.95

Outstanding end of period 1.6 $42.90

Based on the value of our common stock as of May 302010 there was

$28.1 million of unrecognized compensation cost related to Darden stock

units granted under our incentive plans This cost is expected to be recognized

over weighted-average period of 2.5 years Darden stock units with fair

value of $6.5 million vested during fiscal 2010

The
following

table presents summary of our performance stock unit

actMty as of and for the fiscal year ended May 302010

units Weighted-Average

fa miflions Fair Value Per unit

Outstanding beginning
of period 0.7 $38.33

Units granted 0.4 33.44

Units vested 0.0 33.54

Units canceled 0.2 36.62

Outstanding
end of

period 0.9 $37.66

The performance stock units issued before fiscal 2010 vest over period

of five years following the date of grant where zero percent to 150 percent of

one-fifth 20 percent of the grant is earned or forfeited at the end of each

year in the vesting period Performance stock units issued during fiscal 2010

and subsequent will cliff vest years from the date of grant where zero

percent to 150 percent of the entire grant is earned or forfeited at the end of

years The number of units that actually vests will be determined for each

year based on the achievement of Company performance criteria set forth in

the award agreement and may range from zero percent to 150.0 percent of

the annual target These awards issued before fiscal 2010 may be settled in

cash or shares of common stock at the election of the Company on the date

of grant The performance stock unit grants for fiscal 2007 and 2008 were

designated as equity settled awards while the fiscal 2009 grant was desig

nated as cash-settled award All awards issued during fiscal 2010 and

subsequent will be cash settled awards Holders will receive one share of

common stock or its equivalent in cash for each performance stock unit that

vests For equity-settled awards compensation expense is measured based

on grant date fair value and amortized over the vesting period Cash-settled

awards are measured based on the market price of our common stock each

period are amortized over the vesting period and the vested portion is carried

as liability in our accompanying consolidated balance sheets As of May30

2010 there was $16.8 million of unrecognized compensation cost related to

unvested performance stock units granted under our stock plans This cost is

expected to be recognized over weighted-average period of 2.4 years The

total fair value of performance stock units that vested in fiscal 2010 was

$0.1 million

We maintain an Employee Stock Purchase Plan to provide eligible

employees who have completed one year of service excluding senior officers

subject to Section 16b of the Securities Exchange Act of 1934 and certain

other employees who are employed less than full time or own five percent or

more of our capital stock or that of any subsidiary an opportunity to invest

up to $5.0 thousand per calendar quarter to purchase shares of our common

stock subject to certain limitations Under the plan up to an aggregate of

3.6 million shares are available for purchase by employees at purchase

price that is 85.0 percent of the fair market value of our common stock on

either the first or last trading day of each calendar quarter whichever is lower

Cash received from employees pursuant to the plan during fiscal 20102009

and 2008 was $7.1 million $6.6 millionand $6.6 million respectively
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NOTE 19 NOTE 20

COMMITMENTS AND CONTINGENCIES SUBSEQUENT EVENT

As collateral for performance on contracts and as credit guarantees to banks On June 22 2010 the Board of Directors declared cash dividend of

and insurers we were contingently liable for guarantees of subsidiary 32 cents per share to be paidAugust 2010 to all shareholders of record

obligations under standby letters of credit At May 30 2010 and May 31 as of the close of business on July 92010

2009 we had $97.3 million and $104.5 million respectively of standby

letters of credit related to workers compensation and general liabilities

accrued in our consolidated financial statements At May 30 2010 and

May31 2009 we had $20.1 million and $19.2 million respectively of

standby letters of credit related to contractual operating lease obligations

and other payments All standby letters of credit are renewable annually

At May 302010 and May31 2009 we had $9.0 million and $8.8 million

respectively of guarantees associated with leased properties that have been

assigned to third parties These amounts represent the maximum potential

amount of future payments under the guarantees The fair value of these

potential payments discounted at our pre-tax cost of capital at May 302010

and May31 2009 amounted to $6.4 million and $6.3 million respectively

We did not accrue for the guarantees as the likelihood of the third parties

defaulting on the assignment agreements was deemed to be less than probable

In the event of default by third party the indemnity and default clauses in our

assignment agreements govem our ability to recover from and pursue the third

party for damages incurred as result of its default We do not hold any third-

party assets as collateral related to these assignment agreements except to

the extent that the assignment allows us to repossess the building and personal

property These guarantees expire over their respective lease terms which

range from fiscal 2011 through fiscal 2021

We are subject to private lawsuits administrative proceedings and claims

that arise in the ordinary course of our business number of these lawsuits

proceedings and claims may exist at any given time These matters typically

involve claims from guests employees and others related to operational issues

common to the restaurant industry and can also involve infringement of or

challenges to our trademarks While the resolution of lawsuit proceeding

or claim may have an impact on our financial results for the period in which it

is resolved we believe that the final disposition of the lawsuits proceedings

and claims in which we are currently involved either individually or in the

aggregate will not have material adverse effect on our financial position

results of operations or liquidity
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NOTE 21

QUARTERLY DATA UNAUDITED

The following table summarizes unaudited quarterly data for fiscal 2010 and fiscal 2009

Fiscal 2010- Quarters Ended

in millions except per share data Aug.30 Nov.20 Feb.28 May30 TotaP

Sales $1734.0 $1641.3 $18740 $1863.8 $7113.1

Earnings before income taxes 130.3 80.7 175.4 1572 543.6

Earnings from continuing operations 96.0 61.2 134.8 116.0 407.0

Losses from discontinued operations net of tax 0.7 0.9 0.5 0.4 2.5

Netearnings 94.3 60.3 1343 115.6 404.5

Basic net earnings per share

Earnings from
continuing operations 0.68 0.44 0.97 0.83 2.92

Losses from discontinued
operations 0.01 0.01 0.01 0.02

Net earnings o.68 0.43 0.96 0.82 2.90

Diluted net
earnings per share

Earnings from continuing operations 0.67 0.43 0.96 0.81 2.86

Losses from discontinued operations 0.01 0.01 0.02
Net earnings 0.67 0.43 0.94 0.80 2.84

Dividendspaidpershare 0.25 0.25 0.25 0.25 1.00

Stock ptice

High 38.10 37.31 41.34 49.01 49.01

Low 30.79 2994 3096 39.79 29.94

Fiscal 2009 Quarters Ended

in millions except per share data Aug.24 Nov.23 Feb.22 May 31 Total0

Sales $1774.2 $1668.9 $1798.9 $1975.5 $7217.5

Earningsbeforeincometaxes 114.4 825 148.5 167.1 512.5

Earnings from continuing operations 82.4 58.5 108.1 122.8 371.8

Losses earnings from discontinued
operations net of tax 0.3 1.1 0.6 0.2 0.4

Netearnings 82.1 59.6 107.5 123.0 372.2

Basic net earnings per share

Earnings from
continuing operations 0.59 0.43 0.79 0.89 2.71

Losses earnings from discontinued operations 0.01

Net
earnings 0.59 0.44 0.79 0.89 2.71

Diluted net earnings per share

Earnings from continuing operations 0.58 0.42 0.78 0.87 2.65

Losses earnings from discontinued operations 0.01

Net earnings 0.58 0.43 0.78 0.87 2.65

Dividends paid pershare 0.20 0.20 0.20 0.20 0.80

Stock price

High 37.01 32.26 2954 4026 40.26

Low 29.04 13.54 15.66 24.32 13.54

During the fourth quarter of fiscal 2010 we recognizeda $12.7miilion pre-tax reduction in sales associated with correction to ourthird quarter estimate of gift card breakage which

reduced earnings from continuing operations and net earnings by$78 mi/ion or approximately $0.05 reduction to diluted net earnings per
share from continuing operations

The
year ended May31 2009 consisted of 53 weeks while fiscal 2010 consisted of 52 weeks

The quarter ended May31 2009 consisted of 14 weeks while all other quarters consisted of 13 weeks

DARDEN RESTAURANTS INC 2010 .6JANUAL REPORT 67



Five-Year Financial Summary

Darden

Financial Review 2010

Fiscal Year Ended

May30 May31 May25 May27 May28

In in/I/ions except per share data 2010 20091 2008 2007 2006

Operating Results12

Sales $7113.1 $7217.5 $6626.5 $5567.1 $5353.6

Costs and expenses

Cost of sales

Foodandbeverage 2051.2 2200.3 1996.2 1616.1 1570.0

Restaurantlabor 2350.6 2308.2 2124.7 1808.2 1722.1

Restaurantexpenses 1082.2 11284 1017.8 834.5 806.4

Total cost of sales excluding restaurant depreciation
and amortization131 $5484.0 $5636.9 $5138.7 $4258.8 $4098.5

Selling general and administrative 684.5 665.6 641.7 534.6 5048

Depreciation and amortization 300.9 283.1 245.7 200.4 197.0

Interest net 93.9 107.4 85.7 40.1 43.9

Asset inipairment net 6.2 12.0 2.4 1.3

Total costs and expenses $6569.5 $6705.0 $6111.8 $5036.3 $4845.5

Earnings before income taxes 543.6 512.5 514.7 530.8 508.1

Incometaxes 136.6 140.7 145.2 153.7 156.3

Eamingsfromcontinuingoperations 407.0 371.8 369.5 377.1 351.8

Losses earnings from discontinued operations1 net of tax benefit expense

of $1 .5 $0.2 $3.0 $1 12.9 and $1 2.1 2.5 0.4 7.7 175.7 13.6

Net earnings
404.5 372.2 377.2 201.4 338.2

Basic net earnings per
share

Earningsfrom continuing operations 2.92 2.71 2.63 2.63 2.35

Lossesearningsfromdiscontinuedoperations 0.02 0.06 1.23 0.09

Netearnings
2.90 2.71 2.69 1.40 2.26

Diluted net earnings per share

Earningsfromcontinuingoperations
2.86 2.65 2.55 2.53 2.24

Lossesearningsfromdiscontinuedoperations 0.02 0.05 1.18 0.08

Netearnings
2.84 2.65 2.60 1.35 2.16

Average number of common shares outstanding

Basic 139.3 137.4 140.4 143.4 149.7

Diluted 142.4 140.4 145.1 148.8 156.9

Financial Position

Total assets $5247.4 $5025.2 $4730.6 $2880.8 $3010.2

Landbuildingsandequipmentnet 3403.7 3306.7 3066.0 2184.4 2446.0

Working capital deficit 576.1 541.3 668.3 529.0 648.5

Long-term debt less current portion 1408.7 1632.3 1634.3 491.6 494.7

Stockholders equity 1894.0 1606.0 1409.1 1094.5 1229.8

Stockholders equity per outstanding share 13.47 11.53 10.03 7.74 8.37

Other Statistics

Cashflowsfromoperations1111 903.4 783.5 766.8 569.8 699.1

Capital expenditures121141 432.1 535.3 1627.3 345.2 273.5

Dividendspaid 140.0 110.2 100.9 65.7 59.2

Dividends paid pershare 1.00 0.80 0.72 0.46 0.40

Advertising expense121
311.9 308.3 257.8 230.0 223.0

Stock price

High
49.01 40.26 4708 45.88 42.75

Low 29.94 13.54 20.99 33.29 28.80

Close 42.90 36.17 31.74 45.32 36.51

Number of employees 174079 178692 178200 156500 157300

Numberof restaurants121 1824 1773 1702 1324 1292

Fiscal year2009 consisted of 53 weeks while all other fiscal years consisted of 52 weeks

Consistent with our consolidated financial statements information has been presented on continuing operations basis Accordingly the activities related to Smokey Bones Rocky River

Grillhouse and the nine Bahama Breeze restaurants closed/n fiscal 2007 have been excluded

Excludes restaurant depreciation and amortization of $283.4 million $267.1 million $230.0 million $186.4 million and $181 mi/ion respectively

Fiscal 2008 includes net cash used/n the acquisition of RAflEHospitallty International Inc of$1.20 billion in addition to $429.2 mi/ion of capital expenditures related principally to building

new restaurants and replacing old restaurants and equipment
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Darden Restaurants Inc

P.O Box 695011

Orlando FL 32869-5011
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www.darden.com
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Phone 877602-7596 or 651450-4064

www.wellsfargo.com/com/shareowner...setvices
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Address Changes
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Shareholder Services
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PUBLIC ACCOUNTING FIRM

KPMG LLP

111 North Orange Avenue

Suite 1600

Orlando FL 32801

Phone 407 423-3426

FORM 10-K REPORT
Shareholders may request free copy of our Form 10-K

including schedules but excluding exhibits by writing to

Investor Relations Darden Restaurants Inc

P0 Box 695011 Orlando FL 32869-5011

FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements By their nature

forward-looking statements involve risks and uncertainties that could

cause actual results to differ materially from those set forth in or implied

by such forward-looking statements Additional cautionary and other

information with respect to these forward-looking statements is set

forth in Managements Discussion and Analysis of Financial Condition

and Results of OperationsForward-Looking Statements

SHAREHOLDER REPORTS/INVESTOR INQUIRIES

Shareflolders seeking information about Darden Restaurants Inc are

invited to contact the Investor Relations Department at 800 832-7336

Shareholders may request to receive free of charge copies of quarterly

earnings releases

Information may also be obtained by visiting our website at

www.darden.com Annual reports SEC filings press releases and

other Company news are readily available on the website

Our website also includes corporate governance information

including our Corporate Governance Guidelines Code of Business

Conduct and Ethics and board committee charters including the

charters for our Audit Compensation and Nominating and Governance

Committees We believe we are in compliance with the applicable

corporate governance listing standards of the New York Stock Exchange

as of the date of this report

DARDEN RESTAURANTS BEING OF SERVICE REPORT
To receive copy of the 2010 Darden Restaurants Being of

Service Report mail request to the Foundation Administrator

Darden Restaurants Inc P0 Box 695011 Orlando FL

32869-5011 or visit our website at www.darden.com

NOTICE OF ANNUAL MEETING

The Annual Meeting of Shareholders will be held at 1000 am
Eastern Daylight Savings Time on Tuesday September 14 2010

at the Hyatt Regency Orlando International Airport 9300 Airport

Boulevard Orlando Florida 32827

As of close of business on June 30th 2010 we had 39513

registered shareholders of record
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In alignment with Dardens commitment to sustainability parts of this report
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waste and the rest of this report is printed on paper with at least 10% post-

consumer recycled fiber These forests are certified to responsibly managed forest

management standard

Diversity is both core value and competitive advantage for Darden As an

cxamplc of our continuing commitment to diversity this annual rcpcrt was dosigned

by woman-owned company corporate Reports Inc Atlanta GA and printed by

minority-owned company Central Floride Press Orlando FL

Mixed Sources
Product group from well-managed
forests and other controlled sources
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